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1 Financial Highlights 

2 Sky’s the Limit Shareholder letter from Arthur Marline.: outlines Sean 


growth strategy, including plans for full-tine stores , off-the-wall stores, home services and credit 

4 Interview with the Chairman 


6 Lifetime Relationships Serving wore than 50 million customer households. 

Sears builds value through merchandise sides, credit financing and services - helping moderate-income 
families create the lifestyles they want 


8 Top to Bottom $-) billion store renovation program, expansion of apparel selling space 
and success of Brand Central and Home Improvement help full-line stores connect with customers 


10 Super Brands Innovative marketing and branding strategies and world-class brands such as 
Kenmore , Craftsman. DieHard and Canyon River Blues 
are changing the way customers think about Sears 

14 Closer to Customers extending Van 


quality merchandise and brands into neighborhood loca¬ 
tions. hardware, furniture, dealer and automotive formats 
are key to future growth 

16 Help for Your Home Sears is 
capitalizing on $160 billion home services market, 
offering repair services, product delivery and installation, 
and home improvements 

18 Muscle, Management & Money 

With growth plans in place and a strong cash flaw. 

Sears aims for total shareholder return in the top 
quart He of S&R 5 00 over rime 


On the cover 

As pare of Sears strategy to 
strengthen its relationship with female 
customers and their families, the company 
sponsored the 1996 North American concert 
tour of Grammy Award-winning entertainment 
star Gloria Estefan. A working mother — like many 
Sears customers — Gloria added new visibility and 
excitement to the Sears brand Her concerts 
attracted enthusiastic audiences nationwide 
and showcased Sears in a fresh, new 
way through television ads. 

(see page 12) 
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Financial Highlights 


millions, except per share data 

1996 

1995 

1994 

Revenues 

$ 38,236 

534,995 

533,110 

Income Irom continuing operations 

1,271 

1,025 

857 

Net income 

1,271 

1,801 

1,454 

Per common share 

Income irom continuing operations 

3.12 

2.53 

2.13 

Net income 

3.12 

4.50 

3.66 

Total assets 

36,167 

33.130 

37,312 

Debt 

18,440 

17.123 

16.175 

Shareholders' equity 

4,945 

4,385 

10.801 
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Income (Loss) from 
Continuing Operations 

Per Common Share 



92 93 94 95 96 


Income (Loss) from 
Continuing Operations 

1992-1996 (In millions) 



92 93 94 95 96 
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to our shareholders 



Arthur C. Martinez, Chairman 
and Chief Executive Officer of 
Sears, Roebuck and Co. 
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1996 was an outstanding year for our company 

Revenues increased 9.3 percent to $38.24 billion , including our first ever back-to-back 
billion-dollar sales weeks during the holiday shopping season. Most importantly\ earning\ 
were $1.27 billion , an increase of24 percent. This came on top of a record year in 1995 
Customers responded to our efforts and their satisfaction with Sears continued to improi 
A key measure of this success is our sales gain in stores open for at least a year. Comparable 
store sales rose 5.8 percent in 1996 y compared with the industry average of 3.8 percent. 
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Employee satisfaction also continued to improve. We re committed 
to creating a work environment that treats every person with dignity 
and challenges them to make customer satisfaction the pivotal factor 
in everything they do. Maintaining a superior return to shareholders is 
also squarely embedded in our goals, benefiting investors and employees 
alike. So it’s particularly gratifying that Sears stock posted a total return 
of 20 percent in 1996. Combined with 1995’s 70 percent return, Sears 
two-year total return to shareholders was 104 percent. 

Focus on long-term growth a priority 

Our strategy is to grow the company and create value by leveraging 
the strengths that make us uniquely Sears. These strengths include Sears 
reputation tor trust, integrity and fair value, as well as our excellent 
store locations, our stable ot proprietary and national brands, and our 
portfolio ot high-quality credit card receivables. 

Unlike most retailers, we have multiple ways to use these strengths 
to serve our customers through retail, credit and service formats. We 
will stay close to those things we know and do well. We have a strong 
balance sheet, which enables us to pursue our growth plans through 
internal development and by acquisition. 

Revitalization of full-line stores is on course 

Our continuing challenge is to use our resources to serve Sears target 
female customer and build a lifetime relationship with her and her 
family. In order to establish this connection in an enduring way, 
we have been making our full-line stores more attractive to her on 
every dimension. 

Our $4 billion, five-year store modernization program begun in 
1993 is now 60 percent complete. Improvements include wider aisles, 
better lighting and more attractive displays that make our stores more 
appealing, fun places to shop. We have added 10.6 million square feet 
devoted to apparel, which is the pathway to our female customer, and 
have expanded the selection of both private and national brands. 

In addition to refurbishing existing stores, we are building and 
acquiring new stores. We added a total of 27 full-line stores in 1996, 
up from 16 a year earlier. Ten ot them opened on November 2, the 
largest number of openings on a single day in Sears history. 

Off-the-mall stores bring Sears into neighborhoods 

Great growth opportunities lie with store concepts that are off-the-mall 
— either in free-standing locations or high-traffic community shopping 
centers. They take the best of Sears — our strength in certain merchan¬ 
dise categories and in our world-class brands such as Craftsman, 
Kenmore and Die-Hard — to more locations close to our customers. 

For example, in 1996 we added 71 new neighborhood Sears 
Hardware stores, for a total of 164, and 65 Orchard Supply Hardware 


“...we believe we are creating a winning culture. Thanks 
to the efforts of all our associates, we're proving that people 
who care about their company and the customer can win 
for themselves, the customers and the shareholders." 


superstores in California. We also have 107 off-the-mall HomeLife 
furniture stores, nearly 470 dealer stores serving smaller communities, 
and 1,685 automotive stores. 

Opportunities in home services and credit 

Home services also will play a major role in the future growth of Sears. 
In this highly fragmented business where reputation is paramount, we 
are ideally positioned to serve our customer base via Sears 15,000 repair 
technicians and a network of home improvement specialists making 
15 million home visits annually. We expect to grow our S3 billion share 
in the SI60 billion home service industry significantly by the year 2000. 

Sears Card is one of the most important ways we form an alliance 
with our 50 million customer households. 1 he availability of credit 
is critical to the ability of moderate-income families to finance the 
purchases they require. Despite rising delinquencies in the industry, 
we have a very strong and profitable credit portfolio. 

Transformation of the company continues 

While we have made good financial progress and have solid growth 
plans, we have not yet achieved fully the kind of transformation that 
we seek for the business. Transformation requires a work force, from 
top to bottom, that is committed to embracing and fostering change, 
not running from it. Associates must think like owners if we are to 
keep the process of continuous reinvention alive inside the company. 

We will continue to accelerate the pace of change inside Sears. 

The best retailers are constantly improving their business. There are 
no final solutions. The question is, how do we improve our business 
today to make it better tomorrow? 

The marketing has to be right. The stores have to be well presented. 
The service levels have to be there. But importantly, we believe we are 
creating a winning culture. Thanks to the efforts of all our associates, 
we re proving that people who care about their company and the 
customer can win for themselves, the customers and the shareholders. 



Chairman and Chief Executive Officer 
March 12, 1997 
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Interview 

What factors are most critical to Sears success? 

The key strategic factor is maintaining a culture that puts the customer 
iront and center in everything we do. The key financial factor is keeping 
the revitalization of our full-line stores on the move. This provides the 
cash flow that funds all our other initiatives. The revenue growth we’ve 
enjoyed is terrific, but we also need to be sure that we can maintain 
our margins, bring our costs down and further improve operating 
profit. So these are our biggest challenges and opportunities. 

You’ve said you want to make Sears a compelling place to shop, 
work and invest. Are these still your goals? 

We remain committed to these clear, simply stated goals, and have 
communicated them to all employees. We are constantly asking our 
people to determine what changes they need to make in their day-to- 
day activities to achieve world-class performance in each of these areas. 
And were providing them with the education and development tools 
they need to succeed, through Sears University and other avenues. 

How are you doing in customer satisfaction? 

Independent surveys show that Sears customer satisfaction rating 
has been rising steadily since 1993 as measured against our leading 
competitors. This improvement was underscored by a Fortune magazine 
survey published in February 1997. It showed Sears customer satisfaction 
jumped 5.6 percent from 1995 to 1996, more than twice as much as 
any other retailer surveyed. 

What do you do to create incentives for your employees? 

There is no longer an entitlement mentality at Sears. The pay package 
is there, but it has to be earned. We have gain sharing and performance 
bonuses, referred to as Wow bonuses, to help motivate our store 
associates. We put more pay at risk for our people, extending incentive 
bonus opportunity and stock options to all 15,000 salaried associates. 
We believe that people who are owners behave differently from people 
who aren't. 

What is your profitability goal? 

Our objective is to have a total return to shareholders in the top 
quarcile of the S&P 500 over the next five years, which translates 
into sustained earnings growth in the mid-teens. 

What are your plans to serve urban areas in addition to suburbs? 

Many retailers have left the cities and gone to the suburbs. We think 
there’s a big opportunity in the cities of America to serve urban cus¬ 
tomers who are typically not well-served by quality retailers. We are 
continuing to look for ways to move more aggressively into urban 
environments. In 1996, for example, we opened five new stores in 
urban settings: Rego Park in Queens, New York — which ranked 
among our top ten stores in volume its first year — and Downey, 
Whittier, West Covina, and Oakland, California. 


with Sears Chairman, 

Arthur C. Martinez 

What role will acquisitions play in your growth? 

We use acquisitions as a way to accelerate our growth in certain 
sectors and to add distribution channels for our multiple brands. 

Rut we must be careful not to do anything that would confuse our 
customers. We’ve made a couple of small acquisitions in the auto parts 
area, which has allowed us to accelerate the growth of our free-standing 
auto stores. Last September we acquired Orchard Supply Hardware, 
a chain of 65 hardware superstores in California that complements 
our bears Hardware stores in other parts of the country. In 1997 we 
announced our agreement to acquire All America Termite and Pest 
Control, the country’s largest privately held pest control business; 
Florida Building Appliances, a leading supplier of appliances to 
residential construction and remodeling contractors in the Florida 
market; and MaxServ, a provider of information services for Scars 
customers and Sears Home Services technicians. 

How does credit fit into the equation? 

We had solid increases in revenues and earnings from our credit 
portfolio, despite rising delinquencies and personal bankruptcies in 
the industry. The Sears Card is a tremendous asset to the company, 
providing us a strong identity and a relationship with more than half 
of America’s families. It supports our merchandising and service busi¬ 
nesses by providing our customers with a convenient payment vehicle. 

How will you continue to improve productivity? 

To date, we have earned significant productivity gains through 
increased investment in technology and strategic sourcing, which builds 
long-term savings by reducing cost of goods, operating expenses and 
capital expenditures. Further gains will be realized as these initiatives 
are expanded. In addition, in 1997 we plan to improve the productivity 
of our assets through measuring economic value. 

What do you think about the competition? 

The retail industry is extremely competitive, characterized by a high 
level of consolidation. Fewer, more dominant companies will lead the 
industry. Therefore, we must remain focused on our objectives, because 
our major competition is getting better, stronger, and the managers of 
those companies are intelligent and very committed. So, the fight is 
getting harder every single day. 

How do you see Sears positioned for the future? 

In terms ol our current performance and the opportunities we see 
in front of us, as well as the financial resources to capitalize on them, 

I think the company is extremely well positioned. Wc have a strong 
track record over the last four years of growing our market share and 
operating margin, and we have a program in place and the financial 
capacity to sustain it going forward. 








Playing in the kitchen is a whole lot of fun. But just imagine how much more 
fun it could be with our newly redesigned Kenmore cooking appliances. 

Like sealed gas and radiant, ceramic cooktops made of smooth, molded 
surfaces that are as sponge-friendly as they are gorgeous. 

Ovens measuring 30% larger than most (for a 30% larger Thanksgiving turkey). 

And built-in convection ovens with fans that continuously circulate air 
throughout, so temperatures stay even and so do your cakes. 

High-performance and lots of it. Shouldn't you consider the brand that's in 
more than one out of two homes in America? 

Kenmore 

THE INNOVATIVE SIDE OF BE/AIRB 


© 1996 Sears, Roebuck and Co. 


























sears uneQualed consumer Franchise 

Sears serves more than half the 
country — SO million households 
— and builds value by providing 
merchandise and services to 
moderate-income familiet and 
offering an attractive payment 
vehicle to finance them 


gjfct 

Relationship with ( us tamers Key to Success — Rust. Present anil I ul 


ears lias been 
the merchant 
to America lor 
110 years, and 
today has a relationship with 
more than half of America s 
families. I'he key customer in 
these families is the woman, 

25 to 54. Why? Because she 
is n^Chief purchasing agent 
tor her family, and influences 
almost everything in every 
merchandise category that the 
company sells. She is the key 
maker in all apparel 
ries, in 70 percent of 
appjance purchases, and about 
haUHfall the home improvement 
andlmtomotive-related purchases 
in the company’s stores. 

tr customer base is becom- 
Kore diverse, reflecting what's 
jg on in society at large, but 
still the moderate-income 
merican family — whether 
its a single-parent family or a 
two-parent family, or whether 
children are still at home or 
not,” says John H. Costello, 
senior executive vice president 
oLm arketing. “We also serve 

18- to 25-year-olds to minuet 
(th them as they reach the 
^rnjor life-stage milestones 
jj^'fhat shape their futures. 

.Sears has multiple ways 
to create value 

Sears is uniquely positioned to 
I build lifetime relationships w ith 
iese customers b\ providing 
leeways to add value, 
tors include: 

Broad range of apparel, home 
and automotive products and 
ices that meet the needs of 
le income families through- 

jut ai^feges of life. 













• Expanded offerings of desirable 
private and national brand 
apparel and hardline products. 

• Ability to offer product 
warranty protection as well as 
delivery, installation and repair 
service through 15,000 Sears 
repair technicians. 

• Availability of financing through 
Sears Card. 

In the words of one store man¬ 
ager, “Sears can sell it, finance it, 
deliver it, install it and service it." 
1 his unique combination of 
characteristics makes Sears 
different from any 
other retailer. 

It provides 
a platform to 
build long-term 
value for customers 
and shareholders 
that is unsurpassed 
in retailing. 

Importance of Sears Card to 
moderate-income households 

"One of the most important 
ways we form an alliance with 
our customer is through Sears 
Card,” says Steven D. Goldstein 
president of Sears Credit. “In 
moderate-income America, the 
availability of credit is critical.” 


In fact, more 
than 60 percent 
of all merchandise 
sold in Sears 
full-line stores 
was purchased 
on Sears Card 
in 1996. Market 
share is even higher 
for hardlines pur¬ 
chases — which 
include big-ticket 
items such as 
washers, dryers, 
ranges and refrigerators. Sears 
Card market share has increased 
annually even since 1993, when 
the company began accepting 
MasterCard, Visa and American 
Express cards, in addition to Sears 
Card and Discover Card. 

“In looking for ways to 
better serve customers’ individual 
needs, we tested two new card 
concepts in 1996,” adds Goldstein, 
"a ‘starter’ Sears Card, for indi¬ 
viduals who do not have an 
established credit history, and 
a Preferred MasterCard." 

Data base “mined” to 
serve customers better 

Sears Card 
also provides 
a household 
data base 
that includes 
information, 
by market 
and shopping patterns, of the 
millions of customers who 
routinely use it. By using sophis¬ 
ticated computer technology 
to analyze — or “mine” — this 
information, the company has 
a tremendous competitive advan¬ 
tage. Unlike third-party cards. 
Sears Card enables the company 




to track the specific products 
purchased — whether apparel, 
appliances, tires or batteries. 

"Very few companies have 
the level of customer information 
that Sears has," says Joseph A. 
Smialowski, Sears chief informa¬ 
tion officer. “Armed with this data, 
and the technology to utilize it, 
Sears is becoming a more sophis¬ 
ticated relationship marketer.” 

Sears Best Customer 
program, for example, is 
based on a formula 
combining the 
number of annual 
visits to Sears 
with the volume 
charged on 
Sears Card. 

Nearly 8 million 
qualified cus¬ 
tomers receive 
appreciation 


letters from their local store 
managers, dollars-off coupons 
for regular priced merchandise, 
advance notice of sales and 
other benefits. 

Specialty catalogs, developed 
for specific market niches, arc- 
in essence relationship catalogs 
that allow Sears to target specific 
product lines to specific customers. 

I he Craftsman Power and 
Hand Tools catalog, for 
example, is mailed to 
customers who have 
purchased tools in 
the past. With the 
popularity of shop-at- 
home growing, Sears 
distributed 160 million 
specialty catalogs in 1996, 
up from 125 million the 
prior year. H 
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superb performance by Full-Line stores 



Top to Bottom 


customers Reconnecting as Renovations and 
nssortments spur npparel and Hardllnes Growth 



New stores and better service In 1996, the number of full-line Sears department 
stores grew to 821, and the company plans to increase the number to 860 by 2000. 
Highlights included the opening of 10 stores on a single day — the most ever — includ¬ 
ing seven in the California market (new Oakland store shown above). 

“Bricks and mortar are only the beginning,” says Stewart. "We serve today’s 
time-starved customers through knowledgeable associates, improved floor layouts, 
creative displays, upgraded sales registers and informative signage. Our assortments 
are right, we are priced right relative to the competition and, thanks to the efforts 
of our associates, our service and in-stock levels have never been higher. This is the 
formula for success in all our stores.” 


s the- only nation¬ 
wide chain of 
full-line stores, 
Sears holds a 
unique position in American 
retailing. Its range of merchandise 
and respected brands is among 
the widest of any retailer. Its 
breadth of product is comple¬ 
mented by superior post-sale 
service and convenient financing 
methods. And its associates, 
armed with extensive sales train¬ 
ing and freed from administrative 
duties, are focused on serving 
customers. Results: Improving 
levels of customer and employee 
satisfaction and comparable store- 
sales that have beaten the compe¬ 
tition for three consecutive years. 

How is all this accomplished? 

Stores renovated to appeal 
to women shoppers 

Sears 821 full-line stores are 
located primarily in the best 
malls in the nation. “With our 
female customers in mind. 
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we design the stores to have an 
open, easy-to-shop format, says 
Allan B. Stewart, president of 
full-line stores. “We want them 
to be bright and attractive, with 
easy access to the merchandise.” 
Company research shows that 
women are the chief purchasing 
agents for their households and 
make the majority of buying 
decisions in almost every category 
of merchandise Sears sells. 


Apparel is link to new growth 

1 he selling space devoted to 
apparel has risen by 10.6 million 
square feet since 1003. “Apparel 
is the gateway to our female 
customer,” says Robert 1.. Mettler, 
president of merchandising. 

“She is central to apparel buying 
decisions for every member of her 
household, and the final decision 
maker for the majority of her 
family’s purchases of hardlines 


merchandise sold at our stores as 
well. Between work and family 
she has very little time, so she 
wants a shopping experience 
that’s fast, efficient and organized 
by Hear merchandise categories.” 

Additional apparel space is 
not the only factor in Sears 
double-digit comparable store- 
sales growth in women’s, mens 
and children's lines in 19%. The 
company has expanded its apparel 
offerings, first, by building under¬ 
developed lines including petites. 
sportswear, footwear and fine jew¬ 
elry. Second, by establishing new 
businesses such as men’s suit sepa¬ 
rates, womens suits and cosmetics. 

Branding strategy: Think of Sears... 
think of value...and fashion 

“We want our customer to think 
of Sears when she looks lor 
value, says Mettler. A balanced 
assortment of national and private 
brands is the best way to serve our 
customers. Our apparel branding 
philosophy is based on customer 
value the positive ratio of 
quality to price. We believe that 
fashionable, well presented, 
quality clothing in a balanced 
mix of reliable national and 
private brands at a price fair to 
both her and Sears...is value.” 

A shopper will find Sears pri¬ 
vate brand apparel is supported by 
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“There are many components to customer satisfactttiB!)! 
but most important is the service provided by our associ- 
ates,” says Anthony J. Rued, executive vice president, 
administration. “Th eir training a nd compensation are 
gearfflfK customer satisfaction, and thanks to their 
efforts we are moving into a leadership position." 


sophisticated design, manufactur¬ 
ing and marketing but offered at 
value prices. “Our private brands 
are developed to provide solutions 
to customers apparel needs rang¬ 
ing from casual to career wear for 
the whole family," Mettler says. 



Id sharpen its fashion image 
and give customers a more com¬ 
plete choice. Sears strengthened 
its assortment of national brands. 
Mettler says that progress to date 
has brought the company closer 
to its goal of offering customers 
a 50-50 split between national 
and private apparel brands. 

Hardlines leadership grows 

Sears is an industry leader in 
hardlines. holding the number one 
U.S. market share in tools, appli¬ 
ances, paint, tires and batteries. 
Remodeled stores are designed to 
feature the company’s world-class 


hardlines brands such as Kenmore, 
Craftsman and DieHard. 

At Sears Brand Central, for 
example, in-store appliances are 
displayed in vignettes to showcase 
a full Kenmore kitchen. Kenmore 
also is adopting standard features 
that help style-conscious cus¬ 
tomers integrate their appliances 
into their home decor. 

Sears hardware and paint 
departments offer the company’s 
Craftsman tools and Weatherbearer 
and Easy Living paints. Strong 
sellers throughout the year, 
Craftsman tools also are a leading 
gift item. In a one-month period 
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during the 1996 holiday season, 
for example, customers pur¬ 
chased Craftsman Professional 
Robo Crip pliers at the 
rate c 
a mil 
for a 
total 

$35 million in sales. 

Sears automotive 
departments have 
been streamlined to 
focus primarily on providing 
customers with the fundamentals: 
tires and batteries. 




Positive customer feedback 

Customers are feeling much 
better about shopping at Sears. 
Surveys show marked positive 
improvement in customers’ 
perception of Sears as a 
compelling place to shop. 

In fact, the company now 
ranks higher than most retailers 
in customer satisfaction and is 
closing the gap rapidly with 
the rest. ■ 
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Building Brand saars 
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“1 he Sears name is our strongest brand,’ 
says John H. Costello, senior executive 
vice president ot marketing, "but we also 
own some ot the most powerful individual 

brands in retailing: Kenmore. ('raftsman, and Diel lard. One ol every 
two American households owns a Kenmore appliance. Craftsman is 
the top-selling brand ot tools and lawn and garden equipment in the 
country. And the nations most preferred battery is a DicHard. 

Brand advertising and marketing programs are designed to support 
these brands and others. I he Innovative Side of Sears’ television and 
print campaign, begun in 1995, builds the reputation ot Kenmore 
appliances as innovative and sti lish. ('raftsman ads, plus sponsorship 
ot the televised NASCAR 
Craftsman I'nick Racing Series, 
help raise the visibility ot this 
key brand. DieHard commercials 
reinforce its leadership position. 

Brand leadership extends 
to softlines 

After decades ot success in 
hardlinex, Sears is bringing its 
brand leadership to softlines. 

To sharpen its fashion focus, the company has established private 
and exclusive brands geared toward specific customer lifestyles. It also 
has strengthened the assortment ot national brands ottered. 

Several new private brands were launched in 1996, designed for a 
of customers' apparel needs. I hey include (Crossroads, a line of 
apparel for today s casual lifestyle*; Apostrophe and Laura Scott 
lines: and Classic Klements casual wear. I he year also save 
introduction ot several national brands sold exclusive!) at Sears. 
They include I irst Issue, a Liz (Claiborne company, a line ol updated 
career wear tor women: and bugle Golf, a line ol mens sportswear. 











Circle of Beauty is Sears exclusive brand of cosmetics, featuring 
skin care, bath and body, color and fragrance products. Developed in 
conjunction with the former president of Lancome USA, and launched 
in 1995, Circle of Beauty shops expanded to 288 Sears stores in 1996. 

Canyon River Blues, a line of denim-oriented casual wear for men, 
juniors and children launched in mid-1995, continued its outstanding 
sales performance in 1996. Supported by innovative television adver¬ 
tising, the brand reached more 
than $200 million in volume 
and won the Cold Award in 
the American Marketing 
Association's Edison Best 
New Products competition. 

In addition to private and 
exclusive brands, Sears also 
maintains a range of national 
apparel brands, including 
Sag Harbor, Leslie Fav, Arrow, 
OshKosh, 1 lealthtex, Reebok, Champion, Fieldcrest and Russell. 
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Marketing and advertising change perceptions 

Sears advertising and marketing strategies have played a critical role 
in breaking through old thinking regarding the company. Predictable 
opinions have given way to new attitudes that are reflected by the 
progress in sales and customer satisfaction Sears has achieved since 
announcing plans lor a total turnaround, in January 1993. 

" The ongoing transformation of Sears is marked by a growing 
positive shift in the perception of our company by the public in 
general and, more specifically, by our female customers," explains 
Costello. 'Over the past four years, they have become more willing to 
consider Sears for more of their shopping needs. 1 hey have accepted 
our invitation. They are enjoying their Sears experience, and returning 
in significant numbers leading to record sales and profits. 








Innovative marketing strategies 
and superior brands 
change consumers’ perceptions 
and help Sears win 
in the marketplace 
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Advertising supports all sides of Sears 

Sears advertising has positively and power¬ 
fully increased the company’s visibility. 

Compelling, involving and enjoyable tele¬ 
vision commercials place Sears on a whole 
new level for many customers, while 
re-establishing emotional links with others. 

I he award-winning “Softer Side of 
Sears" television and print ad campaign has 
aired continually since its introduction in 
September 1993. Showcasing an expanded 
selection of affordable, fashionable women's 
apparel, it is the primary reinforcement 
of the message that Sears is changing. 

I he success of this campaign has helped fuel industry-leading, 
double-digit apparel sales growth in Sears full-line stores. 

rhc "Many Sides of Sears ' television campaign, first launched in 
1994, continues to support Sears unique position as a store that serves 
customers' needs during every stage of life. By featuring a range of 
home and automotive products and services in addition to apparel, 
it also communicates Sears competitive advantages of “one-stop 
shopping" and “convenience. 

New marketing approaches 

To connect with an increasingly diverse marketplace. Sears uses event 
marketing, such as the l iloria Estefan concert tour, to reach key audiences. 


For example, a special part¬ 
nership promotion celebrating 
the 25111 anniversary ol the Walt 
Disney World Resort in 1996 
reinforced Sears image as a fun 
place for the entire family to shop. 
I he company also continued 
its very successful partnership 
with Ringling Brothers 
and Barnum & Bailev 
(arcus, reaching 
12 million people 
in 96 markets. 

Building on relationships 

Through its extensive customer data base, Scars creates 
recognition and reward programs for its most loyal 

^ * shoppers. Benefits of the Craftsman 
Club, with 8.3 million members 
nationwide, include a monthly 
newsletter and members-only 
sales. In 1996 Craftsman Kids’ Club was launched 
to reach the next generation of Craftsman users. 

KidVantage, a program that offers a frequent-purchase discount 
and a wear-out warranty for children’s clothing and shoes, has 
5.4 million members. I 



C. LORI A Gl©n® Estefem 

helps build Bmnd Smr 


StflRS COIGRflllllflffS CLDR1D KltfRI 
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excitement about Sear* and 


To generate 
connect with customer* oj all culture*. 
Sear* *pon*ored the 34-cibj concert tour 
oj popular entertainer Gloria §*te(an 
in ]??i/?7. Through concert* and 
televi*ion adverti*iri£, €*tejan 
increa*ed top-oj-mind awarene**, foot 
trajjic and revenue {or Sear*, while rai*ii 
kor critical human need*. Sear* and Glor 


together to rai*e ? I miXXi< 
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.A Craftsman Mechanic’s Tool Set makes everyday jobs as easy as A, B. C. The 
120-piece set shown here comes with five wrenches, three quick-release ratchets , and a 

magnetic-bit screwdriver set. Just $99.99, it’s perfect for putting together 
toys, swing sets and bikes. And includes a handy black case. So simple and smart. So why 
not add one to your toy box? Available only at Sears and Sears Hardware stores. For the many sides of your home... 


CRAFTSMAN. 



Oi '“in van. Hiih.yk un.1 ( 









Kar 



“You’re doing a FIX-IT job around th 
USS-fl * house and need a can of paint and 


cordless drill. You drive quickl 


to your local Sears Hardware store, where yoi 
know they have Weatherbeater and Easy Living paint 
and Craftsman tools. You usually buy your tochs an< 
supplies at a full-line Sears store in the mall, but toda 
a store in the neighborhood is more convenient.” 






I lie scenario outlined above by 
William L Salter, president of 
home stores, illustrates the ratio¬ 
nale behind the growth of Sears 
Hardware stores. 

During 1996, the company 
opened 71 new Sears Hardware 


stores, bringing the total to 164 
in 19 states. These 20,000-square- 
foot stores fill the 
niche between "big 
box" home centers 
and traditional 
independent hard¬ 
ware stores, offering 
competitive prices, 
convenience and service. Targeted 
to the do-it-yourselfer, they 
bring Craftsman and other Sears 
brands, as well as Sears trusted 
reputation, directly into the 
customer’s neighborhood. 

By clustering in major urban 
markets, Sears Hardware stores 
benefit from economies in 
marketing and distribution. 


Sears acquisition of California- 
based Orchard Supply Hardware- 
Stores in 1996 is an 
example of the company's 
commitment to strategic 
growth. Orchard, with 
65 stores, is one of 
the most successful 
convenience-orien red 
hardware retailers in the country. 

It will extend the power of 
Sears brands and add new 
high-performance 
locations. 

Sears expects 
to have more 
than 400 hard¬ 
ware stores by 
the year 2000. 


Entrepreneurs establish Sears 
in smaller communities 

Sears serves smaller communities 
across America through locally- 
owned and operated Sears dealer 
stores. The stores offer appliances, 
electronics, hardware, lawn and 
garden products and automobile 
batteries. Although this unique 
structure requires minimal 
investment bv Scars, it generates 
a significant rate of return. I he 
dealer provides local 
market savvy, while 
Sears controls inventory, 
pricing and quality, and 
supplies merchandise 
and advertising support. 
During 1996, the 
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number of dealer 
stores grew by 
‘>4, bringing 
the total to 
469 since the 
program’s incep¬ 
tion in 1993. Plans call for 900 
stores by the end of the decade. 

Tires and parts: Double barreled 
auto strategy 

Sears is the nations leading retailer 
of tires and batteries, selling more 
than 23 million tires and 8 million 
batteries in 1996. In addition to 
its Sears Auto Centers at mall 
locations, Sears bolsters its leader¬ 
ship in the automotive after-mar¬ 
ket through 288 NrW and l ire 
America stores. 

“Over the 
next three 
years, we have 


an aggressive plan to open 300 
more tire specialty stores,” says 
Paul A. Baffico, president of 
the automotive group. 

“We also are repositioning our 
automotive parts business for 
faster growth by introducing up 
to 100 new Parts America stores, 
our successful parts-only retail 
format, and converting more 
than 240 of our 
Western Auto stores 
to parts-only.” 

Sears manages 
and operates nearly 
1,500 Western Auto and Parts 
America stores to serve do-it- 
yourself auto enthusiasts. The 
repositioning involves phasing 
out automotive services in order 
to provide a greater assortment 
of high-quality auto parts, related 
accessories and expertise. 


HomeLife: Concentrating on 
performance gains 

Io create the country’s only 
national furniture store chain 
is an opportunity that Sears is 
pursuing through its HomeLife 
furniture store format launched 

in 1993. At year-end 1996 there 
were 149 locations, including 
107 off-the-mall. featuring an 
expanded presentation of furniture, 
accessories and bedding. Sears is 
adjusting its strategy for the retail 
furniture business in order to 
better leverage HomeLife’s adver¬ 
tising, distribution and delivers' 
costs in its seven top markets. 

Growth platforms linked with 
core strengths 

Sears maintains a close focus 
on future growth opportunities 
that are consistent with its core 


Lh ALL 


National Tin Warehouse 


esbpp? 






competencies. Baffico explains: 
“Our growth platforms must 
closely relate to Sears strengths 
as defined by our customers. 
Three strict standards must be 
met: 1 hey must make a signifi¬ 
cant contribution to Sears growth. 
They must build on our core 
competencies. And, most critically, 
they must provide multiple means 
of capturing value.” I 
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one source ror n Houseful of services 





homeowner s 
world in order 
is what Sears 
Home Services 
is all about... 
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your home 



ears Hume Services 
meets the needs of cus¬ 
tomers in several ways: 
through appliance and electronics 
repair (no matter where the prod¬ 
uct was purchased or who made it), 
product installation, and a wide 
range of home improvement and 
maintenance services. Industry 
revenues have reached $160 billion, 
and are expected to grow to 
$190 billion over the next four 
years. More importantly. Sears is 
in a position to consolidate this 
highly fragmented marketplace. 
With revenues approaching 
$3 billion, the company already 
holds the leading market share. 

Sears expects to increase Home 
Services revenues significantly, 

with a goal 
of doubling 
or even 
tripling 
in size in 
the next 
four to 

six years. Several factors support 
these projections, according to 
Jane J. Thompson, president 
of home services: 

“First, there are no major 
competitors in the home services 
industry that are focused on this 



^ *v' ' 




broad array of services and that 
can bring so many strengths to 
this business. Our ability to meet 
the home services needs of our 
customers is unparalleled because 
of Sears overall size, experience, 
service 
breadth and 
long-stand¬ 
ing relation¬ 
ships with 
America’s 
families. 

Second, as the population ages, 
families tend to spend more on 
services than goods. They have 
the need and, increasingly, the 
ability to pay for professional 
home services. Third, with the 
demands on people’s time increas¬ 
ing, customers have fewer hours 
for do-it-yourself projects. ’ 

Product repair for all 
major brands 

Sears is also the clear industry 
leader in service contracts 
for product repair, 
with a SO percent 
market share. More 
than 12 million 
customers have 
service contracts 
from Sears today. 


In appliance and electronics 
repair, Sears market presence is 
greater than that of the next 
three repair suppliers combined. 
The company’s 15,000 techni¬ 
cians, who average 15 years 
experience, are the best trained 
and equipped in the industry. 

In 1996, they made visits to 

millions of Americas homes. 

Sears repairs two appliances every 
second of every 
working day. 

One of every 
five appliances 
in America is 
repaired by 
Sears. To capi- 



waiting times 
and a reputation 
for quality make 
Sears number one 
in installation. 
Each year. Sears 
installs products in more than 
1.2 million American homes. 
Sears most frequent installations 
include appliances, garage door 
openers, water heaters and 
water softeners. 


HomeCerctrar 


1-800-4-RERAIR 

talize on this opportunity, a ments such as roofing, siding 


Sears the home 
improvement leader 

Scars is the nations 
largest installer of 
major home imp rove¬ 



marketing campaign has been 
developed to make customers 
aware that Sears repairs all major 
brands, regardless of age or place 
of purchase. 

We install what we sell 

“When customers choose Sears 
for major appliances, 
our reputation for quality 
- product installation is 
a major factor in the 
purchase decision,” 

I hompson says. Extensive 
brand selection, short 


and replacement windows and 
doors, through a strong partner¬ 
ship with a network of specialists 
in the home improvement 
industry. 1 he exclusive source 
of Ken more heating and air 
conditioning units. Sears is the 
leader in both 
the sale and 
installation 
of heating 
and cooling 
equipment 
for America's 
families. ■ 
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Financial strength a Grouing asset 


Muscle, Management OC Money 

To consistently achieve a total shareholder return in the top quartile of the S4P 500, 
the company must continue to improve the performance of its cash-generating 
full-line stores while expanding off-the-mall formats 


“Sears strong 
revenue growth and 
increased profits 
from our full-line 
stores, combined 
with growth and 
profitability from 
home services and 
credit, has doubled 
our income from continuing 
operations in the last three 
years," says Alan J. Lacy, chief 
financial officer. 

In fact, Sears comparable store 
sales results have beaten the indus¬ 
try average since 1993. In 1996 
they rose 5.8 percent, compared 
with 3.H percent as measured by 


With short- and 
long-term growth plans 
firmly in place, Sears has 
the muscle, management 
and money to make 
things happen 


to improved 
logistics costs, 
shift in the 
balance of 
sales to higher 
margin apparel 
merchandise 
and savings 
realized from 
merchandise sourcing initiatives. 

According to Gus Pagonis, 
executive vice president of 
logistics, Sears reduced logistics 
costs as a percentage to merchan¬ 
dise sales by more than 30 basis 
points in 1996, while improving 
the level of service to stores and 
customers. Says Pagonis, 

m 


st 


"Sears domestic selling and 
administrative expenses improved 
slightly in 1996, to 20.8 percent, 
because of our continued 
emphasis on cost control," Lacy 
says. “This emphasis on cost 
becomes even more important 
as we begin investing more 
aggressively for growth." 

Financial strength a major 
competitive advantage 

Sears resulting financial strength is 
exemplified by the company’s solid 
balance sheet. One of its hallmarks 
is S27 billion of high-quality credit 
card receivables. "Most of the 
company’s debt supports these 
receivables," explains Lacy. “This 
leaves us with significant financial 


the investment in new off-the- 
mall growth formats also is 
increasing significantly. 

1 he company has added 
10.6 million apparel selling 
square feet to its full-line stores 
since 1993, and expanded total 
selling space to 69.9 million 
square feet at year-end 1996. 
Through acquisition and redevel¬ 
opment, 27 new full-line stores 
were opened in 1996 in key 
markets, and 15 to 25 are 
planned for 1997. 

The company also is aggres¬ 
sively expanding its off-the-mall 
formats. In 1996, the roster 
increased by 286 stores, including 
121 hardware, 72 automotive, 

10 furniture and 94 dealer stores. 



Unsecured 

Unsecured 

flexibility to support growth in 

In 1997, the company plans to 

Rating Agency 

Commercial 

Paper Rating 

Long-Term 

Rating 

our other operations." 

add more than 300 new stores. 

Duff &Phelps 

D-l 

A 

Sears financial strength is a 

including 40 to 50 hardware, 

Fitch 

F-l 

A 

major competitive advantage 

145 to 175 automotive, 5 to 10 

Moody’s 

P-l 

A2 

because it provides efficient 

furniture and more than 100 

Standard & Poor’s 

A-2 

A- 

access to capital resources that 

dealer stores. ■ 


the Merrill Lynch Broadline 
Retailers Index. Operating income- 
increased from $844 million in 
1993 to $2.08 billion in 1996. 

Apparel strategy, productivity 
improvements, cost control 
strengthen margins 

Sears domestic gross margin rate 
improved by 60 basis points 
(0.6 percent) to 26.4 percent in 
1996. 1 lie improvement is due 


“We reduce costs methodically, 
through more disciplined vendor 
practices, efficiencies in handling 
and transportation, and integrat¬ 
ed information systems that link 
our stores, vendors and distribu¬ 
tion facilities.” 

In addition. Sears strategic 
sourcing initiative, established 
in 1993, has engineered long¬ 
term savings of more than 
$375 million. 


are critical to developing new 
business opportunities. 

Capital expenditure program 
supports growth 

At a rate of $1.19 billion in 
1996, up from $954 million 
in 1994. Sears invests its capital 
primarily to enhance opportuni¬ 
ties for generating revenue. 
Approximately two-thirds of 
the capital budget is devoted to 
Sears full-line stores, although 


Dividend: 92 cents per common 
share on an annual basis for 1996 

•Total Return: 20 percent in 199 
70 percent in 1995 

• Number of registered shareholders 
at year end: 243.986 

• Market Capitalization: $18 0 billion, 
up $2 8 billion from 1995 

• Sears included in Dow Jones 
Industrial Average since 1924 
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SEARS, 


ROEBUCK AND CO. 


Management’s Report 


I he financial statements, financial analyses and all other information, 
were prepared by management, which is responsible for their integrity and 
objectivity. Management believes the financial statements, which require 
the use of certain estimates and judgments, fairly and accurately reflect the 
financial position and operating results of Sears. Roebuck and Co. (“the 
Company ) in accordance with generally accepted accounting principles. 
All financial information is consistent with the financial statements. 

Management maintains a system of internal controls which it 
believes provides reasonable assurance that, in all material respects, assets 
are maintained and accounted for in accordance with management’s 
authorizations and transactions are recorded accurately in the books and 
records. The concept of reasonable assurance is based on the premise that 
the cost of internal controls should not exceed the benefits derived. To 
assure the effectiveness of the internal control system, the organizational 
structure provides for defined lines of responsibility and delegation of 
authority. 1 lie Company's formally stated and communicated policies 
demand of employees high ethical standards in their conduct of its 
business. 1 hese policies address, among other things, potential conflicts 
of interest; compliance with all domestic and foreign laws, including 
those related to financial disclosure; and the confidentiality of proprietary 
information. As a further enhancement of the above, the Company’s 
comprehensive internal audit program is designed for continual 
evaluation of the adequacy and effectiveness of its internal controls 
and measures adherence to established policies and procedures. 

Deloitte & louche 11 \ independent certified public accountants, 
have audited the financial statements of the Company, and their report 
is presented below. I heir audit also includes a study and evaluation of 
the Company’s control environment, accounting systems and control 
procedures to the extent necessary to conclude that the financial 


statements present fairly the company’s financial position and results of 
operations.! he independent accountants and internal auditors advise 
management of the results of their audits, and make recommendations to 
improve the system of internal controls. Management evaluates the audit 
recommendations and takes appropriate action. 

The Audit Committee of the Board of Directors is comprised entirely 
of directors who are not employees of the Company. 1 he committee 
reviews audit plans, internal control reports, financial reports and related 
matters and meets regularly with the Company’s management, internal 
auditors and independent accountants. The independent accountants 
and the internal auditors advise the committee of any significant matters 
resulting from their audits and have free access to the committee without 
management being present. 



Arthur C. Martinez 

Chairman and Chief Executive Officer 





Alan J. Lacy 

Executive Vice President and Chief Financial Officer 






James A. Bland a 

Vice President and Controller 


Independent Auditors’ Report 


TO THE SHAREHOLDERS AND BOARD OF DIRECTORS 
SEARS, ROEBUCK AND CO. 

We have audited the accompanying Consolidated Balance Sheets of Sears, 
Roebuck and Co. as of December 28, 19% and December 30, 1995. and 
the related t lonsnlidated Statements of Income, Shareholders Equity, and 
C ash Flows for each of the three vears in the period ended December 28, 

I 996. These financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with generally accepted 
auditing standards. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made bv management, as well 
as evaluating the overall financial statement presentation. We believe 
that our audits provide a reasonable basis for our opinion. 


In our opinion, such consolidated financial statements present 
fairly, in all material respects, the financial position of Sears, Roebuck 
and Co. as of December 28, 1996 and December 30, 1995. and the 
results of its operations and its cash flows for each of the three vears in 
the period ended December 28, 1996 in conformity with generally 
accepted accounting principles. 


Deloitte & Touche llt 
Chicago, Illinois 
February 10, 1997 
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SEARS, 


ROEBUCK AND CO. 


Consolidated Statements of ItlCO/HG 


millions, except per common share data 

1996 

1995 

1994 

REVENUES 




Merchandise sales and services 

$33,812 

$31,188 

$29,608 

Credit revenues 

4,424 

3.807 

3,502 

Total revenues 

38,236 

34,995 

33,110 

COSTS AND EXPENSES 




Cost of sales, buying and occupancy 

24,925 

23,202 

21,882 

Selling and administrative 

8,030 

7,391 

7,338 

Depreciation and amortization 

697 

580 

531 

Provision for uncollectible accounts 

1,136 

744 

626 

Interest 

1,365 

1,373 

1,279 

Total costs and expenses 

36,153 

33,290 

31,656 

Operating income 

2,083 

1,705 

1,454 

Other income 

22 

23 

17 

Income before income taxes 

2,105 

1,728 

1,471 

Income taxes 

834 

703 

614 

INCOME FROM CONTINUING OPERATIONS 

1,271 

1,025 

857 

Discon t i n ued operat io ns 

— 

776 

402 

Income before extraordinary gain 

1,271 

1,801 

1,259 

Kxtraordinary gain related to early extinguishment of debt 

— 

— 

195 

NET INCOME 

$ 1,271 

$ 1,801 

$ 1,454 

EARNINGS PER COMMON SHARE: 




Income from continuing operations, 




after allowing for dividends on preferred shares 

$ 3.12 

$ 2.53 

$ 2.13 

Discontinued operations 

— 

1.97 

1.03 

Income before extraordinary gain 

3.12 

4.50 

3.16 

Extraordinary gain 

— 

— 

0.50 

Net income 

$ 3.12 

S 4.50 

$ 3.66 

Average common and common equivalent shares outstanding 

399.1 

394.0 

388.9 


See accompanying notes. 
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SEARS 


ROEBUCK AND CO. 


AllcdySlS oj Consolidated Operations 


Sears, Roebuck and Co. ("the Company") is a multi-line retailer providing 
a wide array of merchandise and services in the United States, Canada 
and Mexico. In 1996. the Company marked its first kill year of operations 
focused exclusively on retailing since 1931. In 1995, the Company 
divested itself of its insurance and real estate subsidiaries as follows: 

• l'he Company’s 80% ownership interest in 1 he Allstate 
Corporation (“Allstate") was distributed to shareholders as a 
tax-free dividend in June 1995. The distribution of Allstate 
reduced consolidated shareholders' equity by $8.98 billion. 

• l'he Homan Development Co. and affiliated entities 
(“Homart”) were sold. 

The consolidated financial statements present the results of 
Allstate and Homart as discontinued operations as discussed in note 2 
to the consolidated financial statements. 

Operating results for the Company are reported for two business 
segments: domestic operations and international operations. The 
domestic operations segment includes the Company’s operations in the 
United States and Puerto Rico, l'he Company's domestic operations are 
comprised of the following: 

• Retail Stores consisting of: 

• Full-line Stores, located principally in shopping malls, 
which sell apparel, home fashions and hardlines merchandise. 

• Home Stores, located off-the-mall, comprised of Sears 
Hardware, Orchard Supply Hardware, Sears Dealer and 
Homel.ife furniture stores and Commercial Sales. 

• Auto Stores, all of which are considered off-the-mall stores, 
are separated into two divisions: the Sears Tire Group, which 
sells and installs tires, batteries and related goods and services 
through Sears Auto Centers, l ire America and NTW stores; 
and the Parts Group, which includes the automotive parts stores 
of Western Auto and Parts America. 

• Home Services which provides product repair services, maintenance 
agreements, installed home improvements and carpet cleaning and 
pest control for the home. 

• Direct Response Marketing which provides specialty catalogs, 
credit protection insurance, clubs and services, and impulse and 
cont i n u i ty merchand ise. 

• Credit includes the results of the Company’s portfolio of receivables 
arising from products used to pay for purchases of merchandise 
and services from domestic operations. The domestic credit card 
receivables portfolio consists primarily of Sears Card, the largest 
proprietary credit card in the United Stares. 


International operations consists of similar merchandising and 
service operations conducted in Canada through Sears Canada Inc. 
(“Sears Canada”), a 55.0% owned subsidiary, and in Mexico through 
Sears Roebuck de Mexico. S.A. de C.V. (“Sears Mexico ), a 75.5% owned 
subsidiary. On Dec. 9, 1996 Sears Canada issued approximately ten 
million previously unissued common shares of stock. As the Company did 
not participate in this offering, its ownership percentage was reduced from 
61.1% to 55-0%. No gain or loss was recorded on this transaction. 

Throughout the analyses of consolidated operations and financial 
condition, certain prior year information has been reclassified to conform 
with current year presentation. 

Consolidated revenues for 1996. 1995 and 1994 were as follows: 


millions 

1996 

1995 

1994 

Domestic operations: 

Merchandise sales and services 

$ 30,742 

$28,173 

$26,284 

Credit revenues 

4,106 

3,455 

3,177 

Total domestic operations 

34,848 

31,628 

29,461 

International operations 

3,388 

3.367 

3,649 

Total revenues 

$ 38,236 

$34,995 

$33,110 


Consolidated revenues in 1996 increased $3.24 billion, or 9.3%, 
resulting from continued growth in domestic operations. Domestic 
revenues rose $3.22 billion, or 10.2%, primarily due to strong sales 
increases within Full-line Stores, Home Stores and Auto Stores. 

The domestic credit portfolio also contributed to the overall revenue 
growth. International operations revenues were $3.39 billion, relatively 
Hat as compared to prior year, as the economic environment continues 
to be challenging for both Canada and Mexico. In 1995, consolidated 
revenues increased $1.89 billion, or 5.7%, from 1994. Domestic 
revenues rose $2.17 billion, or 7.4%, primarily due to strong 
merchandise sales and solid credit revenues increases. International 
revenues declined $282 million, or 7.7%, due to adverse exchange rate 
changes and difficult economic conditions in both Canada and Mexico. 


DOMESTIC OPERATIONS 

Supplementary domestic merchandising information: 


millions, except number of stores 

1996 

1995 

1994 

Full-line Stores revenues 

$ 21,657 

$20,104 

$18,910 

Off-the-mall store revenues 

6,266 

5.361 

4.806 

Total retail store revenues 

27,923 

25.465 

23,776 

Service and other revenues 

2,819 

2.708 

2,508 

Domestic merchandise sales and services 

$ 30,742 

$28,173 

$26,284 

Number of Full-line Stores 

821 

806 

800 

Number of off-the-mall stores 

2,550 

2.204 

1,898 

Total retail stores 

3,371 

3,070 

2,698 

Retail store revenues per selling square foot (1) 

$ 321 

$ 323 

$ 317 

Comparable store sales increase 

5 . 8 % 

4.7% 

8.39i 


( I) Retail store selling square footage lias been restated to conform with 


current year presentation. 
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One of the primary objectives of the Company’s strategy has been 
to improve the sales productivity of its Full-line Stores. The success of 
this strategy can be measured by the comparable store sales increases, 
which have remained strong over the past three years. The strength of the 
comparable store sales increases becomes even more evident considering 
the intense competition in the retail industry during the period. 

Full-line Stores revenues increased 7.7% in 1996, which built 
on a 6.3% increase in 1995. Full-line Stores revenues have increased 
substantially since the Company's restructuring announced in 1993 and 
have benefited from the remodeling and modernization of approximately 
470 Full-line Stores, an increase in apparel selling square feet as non¬ 
selling square feet and space formerly occupied by furniture departments 
have been converted, and a more targeted, customer-focused merchandise 
selection. In 1996, revenues also benefited as 27 Full-line Stores were 
opened and I 2 were closed. In 1995, 16 Full-line Stores were opened and 
10 were closed. 

File 1996 increase in Full-line Stores revenues was paced by 
substantial apparel sales increases over 1995. Sales gains were strongest 
in women’s ready-to-wear, childrens and men’s fashions, footwear and 

cosmetics. 1 he Company has undertaken 
several initiatives to grow the apparel 
business. 1 hev include remodeling the 
Full-line Stores, offering more varied 
national brand-name merchandise and 
developing private brand fashion 
merchandise for select lines. Hardlines 
merchandise had solid revenue growth 
in 1996 led by sales of Craftsman 
tools, hardware, and lawn and garden 
merchandise. Also contributing to the 
hardlines sales increase were sales growth 
in home appliances and home office 
merchandise. 

In 1995, the increase in Full-line 
Stores revenues was led by significant 
gains in apparel sales. Sales increases 
were strongest in women’s dresses, juniors, 
cosmetics, jewelry and men’s fashions. 
Flardlines merchandise had improved 
revenues primarily from strong sales in home electronics, appliances and 
home office merchandise. Sales of hardware and exercise equipment also 
increased in 1995. 

While the Full-line Stores have made considerable productivity 
improvements, the Company is providing for additional growth by 
expanding its various off-the-mall store formats. 


Comparable Store 
Sales Growth 

Sears O Merrill Lynch BroadUne 
Retailer s Index — 

10 % . 



94 95 96 


Off-the-mall store revenues in 1996 increased 16.9% over 1995. 
Home Scores contributed the largest portion of this revenue growth. 

The increase was attributable to the expansion of the Sears Hardware 
stores (~1 new stores) and the acquisition of 61 Orchard Supply 
Hardware stores. In addition to new store openings, Sears I lardwarc 
had low-teen comparable store sales increases in 1996. Sears I )caler 
stores and Homel.ife furniture stores also helped drive off-the-mall 
revenues by opening 120 and 12 new stores, respectively. 

The automotive business also generated revenue growth in 1996. 

File Sears Fire Group experienced strong revenue increases with the 
opening of 20 NTW and 6 Tire America stores in addition to 14 new 
Sears Auto Centers in 1996 and mid-single-digit comparable store sales 
increases over 1995. Parts Group opened 67 new stores throughout 
1996 and converted 50 Western Auto stores to the new parts format. 

In 1995, off-the-mall revenues increased 10.2% over 1994. The 
increase was primarily due to revenue growth in Home Stores as the 
Company opened 98 new Sears Dealer stores, 45 Sears Hardware stores 
and 26 Homel.ife furniture stores. Revenues at the Auto Stores also 
improved as the Company aggressively expanded this business by 
opening 49 and acquiring 166 automotive parts stores. The Sears Tire 
Group experienced significant revenue growth with the opening of 
15 NTW and 6 Tire America stores and 16 Sears Auto C Centers in 1995. 

Because of their diverse products and design, the Company’s various 
store formats have different sales productivity (revenue per selling square- 
foot). In 1996, the decrease in overall retail store revenues per selling 
square foot is attributable to a change in the store mix. 

Services and other revenues, which are generated primarily by 
the Home Services business, increased 4.1% in 1996 on top of an 
8.0% increase in 1995. Home Services revenues improved on increased 
maintenance agreement sales and in-store installation sales which 
leveraged off the (Company’s strong retail sales performance, partially 
offset by a decline in installed home improvements due to termination 
of a licensee agreement. In 1995, services and other revenue increased 
primarily due to increases in maintenance agreement sales, which 
benefited from the strong hardlines sales. 

The domestic credit card receivables portfolio contributes 
significantly to domestic operations’ profitability. I lie key components 
that determine profitability of the portfolio (before administrative 
expenses and income taxes) are net credit revenues (gross revenues less 
the funding cost on securitized receivables), interest expense and the 
provision for uncollectible accounts. 
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Kcv domestic credit portfolio information: 


millions 

1996 

1995 

1994 

Cross credit revenues (1) 

$ 4,454 

3,781 

3,528 

Funding cost on securitized receivables 

$ ( 348 ) 

(326) 

(351) 

Net credit revenues 

$ 4,106 

3,455 

3,177 

Sears Card sales as a % of sales (2) 

60 . 2 % 

59.7 

58.3 

Cross credit card receivables 

$ 26,731 

23.742 

21,306 

Receivable balances sold at year end 

$ 6,330 

4.549 

3,946 

Owned credit card receivables at year end 

$ 20,401 

19,193 

17,360 

Average gross receivables 

$ 24,303 

21,667 

20,094 

Average owned receivables 

$ 19,257 

17,362 

15,718 

Average account balance (dollars) 

Net credit charge-offs to average 

$ 971 

912 

842 

gross credit card receivables (1 1 

Cross credit card receivables 

4 . 24 % 

3.15 

2.96 

delinquent sixty days or more at year end 
Allowance for uncollectible accounts 

5 . 43 % 

4.19 

3.86 

as a percentage of gross credit card 
receivables at year end 

3 . 63 % 

3.87 

4.32 

Provision for uncollectible accounts (1) 

$ 1,081 

682 

578 


(1) Prior year balances have been reclassified to present finance charges on charged-off 
accounts as a reduction ol credit revenues. 


(2) Pot Pull line and HomcLite stores only. 


In 1996, gross credit revenues increased 17.8% reflecting higher 
gross receivable balances resulting from strong merchandise sales and 
the positive impact of uniform pricing. The ongoing uniform pricing 
initiative began in 1995 and will result in a uniform finance charge 
rate of 21% and standardization in other fees and charges on most 
Sears Card receivables. The percentage of merchandise sales and services 
transacted with the Sears Card in 1996 improved to 60.2% from 59.7%. 

I he Sears Card continues to have the dominant market share of credit 
retail sales generated in the Full-line and off-the-mall stores. Cross credit 
revenues for 1995 increased 7.2% due to higher gross receivable balances 
driven by strong merchandise sales and a reduction in the minimum 
required monthly payment rate. 

Key operating measures for domestic operations: 


millions 


1996 

1995 

1994 

Cross margin 

$ 

8,122 

7,265 

6,919 

Percent of merchandise sales and sendees 


26 . 4 % 

25.8 

26.3 

Selling and administrative expense 

$ 

7,232 

6.613 

6,535 

Percent of total revenues 


20 . 8 % 

20.9 

22.2 

Interest expense 

$ 

1,191 

1.183 

1,120 

Funding cost on securitized receivables 

$ 

348 

326 

351 

Total funding costs 

$ 

1,539 

1,509 

1,471 

Percent of total revenues 


4 . 4 % 

4.8 

5.0 

Provision for uncollectible accounts 

$ 

1,081 

682 

578 

Percent of total revenues 


3 . 1 % 

2.2 

2.0 

Operating income 

$ 

2,094 

1,729 

1,400 

Percent ol total revenues 


6 . 0 % 

5.5 

4.8 


Gross margin as a percentage of merchandise sales and services 
improved to 26.4% in 1996 from 25.8% in 1995. The domestic gross 
margin rate benefited from a shift in sales to higher margin apparel 
merchandise, improved logistics costs and savings realized from 
merchandise sourcing initiatives. In 1995, gross margin as a percentage 
of merchandise sales and services declined to 25.8% from 26.3% in 
1994. Gross margins were pressured by intense competition in the 
retail marketplace throughout the year. 

Domestic operations selling and 
administrative expense as a percentage 
of revenues in 1996 improved 10 basis 
points to 20.8% from 20.9% in 1995. 

1 his improvement resulted from a 
decline in payroll and marketing costs 
as a percentage of revenues. Partially 
offsetting these improvements was the 
non-recurring impact on 1995 selling 
and administrative expense related to the 
prior year Si 1 million net benefit from 
restructuring activities discussed below. 

In 1995, selling and administrative 
expense as a percentage of revenues 
improved 130 basis points to 20.9% 
from 22.2% in 1994. 1 he improvement 
was primarily attributable to the 
Company’s cost control measures and 
revenue growth. Payroll, store operating 
and general overhead costs declined as a percentage of revenues in 1995. 

Included in domestic operations selling and administrative expense 
in 1995 was a $51 million pretax restructuring charge related to the 
Company’s realignment initiative. Phis initiative better aligned the 
Company’s structure with its growth strategy, particularly the creation 
of separate tire and auto parts divisions and the consolidation of certain 
distribution facilities. Beginning in 1997, resulting after-tax savings from 
the restructuring are expected to be $30 to $35 million annually. 

In 1995, the Company also reversed $62 million of pretax reserves, 
previously established as part of its $2.65 billion restructuring announced 
in 1993, which were no longer needed based on the settlement of obliga¬ 
tions and the adjustment of the carrying values of certain properties to 
be disposed of in connection with that restructuring. 1 his reserve adjust¬ 
ment was also included in domestic operations selling and administrative 
expense in 1995. 


Domestic Operations 

Selling and Administrative Expense 
Percent of Revenues 

23 % . 


22 % 


21 % 


20 % 


94 95 96 
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Total domestic funding costs, comprised of interest expense and the 
cost associated with securitized receivables, as a percentage of revenues 

improved from 4.8% in 1995 to 4.4% in 
1996. The improvement was attributable 
to the strong domestic revenue 
performance coupled with only a 2.0% 
increase in funding costs. The slight 
increase in total domestic funding costs 
reflects higher funding requirements due 
to a larger receivable portfolio partially 
offset by lower effective funding rates 
resulting from the refinancing of long¬ 
term, higher rate debt. 

In 1995, funding costs as a 
percentage of revenues improved to 
4.8% from 5.0%. Total funding costs 
increased 2.6% to $ 1.51 billion. The 
2.6% increase reflects the growth in 
gross credit card receivables partially 
offset bv a lower effective funding rate 
resulting from the favorable interest 
rate environment in 1995. 

I he reserve for uncollectible gross credit card receivables was 
$971 million and $920 million at Dec. 28, 1996 and Dec. 30, 1995, 
respectively. I'he domestic provision for uncollectible accounts increased 
58.6% and net charge-offs increased 51.1% from 1995. These increases 
reflect the 12.6% growth in gross domestic credit card receivables 
from 1995 levels and the continuing industry-wide trend of increased 
delinquencies and bankruptcies. The Company has responded to the 
aforementioned trend by implementing an aggressive action plan which 
includes enhanced collection efforts and increased investment in 
technology designed to improve collection staff productivity. 

In 1995, the domestic provision for uncollectible accounts 
was 17.9% above 1994, reflecting the growth in domestic credit card 
receivables and the increase in net account charge-offs. 

The key measure of the improved profit performance of domestic 
operations is the growth in operating income from 1994 through 1996. 

I he improved performance is attributable to the strong revenue growth 
and the reduction in selling and administrative expense and funding costs 
as a percentage of revenues partially offset by an increase in the provision 
for uncollectible accounts. 


In June 1996. the Financial Accounting Standards Board issued 
Statement of Financial Accounting Standard (SFAS) No. 125, “Accounting 
for Fransfers and Servicing of Financial Assets and F.xtinguishmcnts of 
Liabilities.” I bis statement provides consistent guidance lor distinguishing 
transfers of financial assets (securitizations) that are sales from transfers that 
are secured borrowings and is effective for securitizations occurring after 
Dec. 31. 1996. 

SFAS No. 125 requires the Company to recognize gains on 
securitizations which qualify as sales. The statement also indicates that 
an allowance for uncollectible accounts should not be maintained for 
receivables which are sold effective after Dec. 31,1996. I he C Company 
expects the allowance for doubtful accounts related to the domestic 
securitized receivables, which is included in accounts payable and other 
liabilities as a recourse obligation, to be depleted during 1997 and 1998. 

I he Company anticipates an increase in net income of 
approximately $100 to $150 million in 1997 resulting from the 
implementation of the new statement, although the precise amount 
will be dependent on a number of factors such as interest rates and 
levels of securitization. 

INTERNATIONAL OPERATIONS 

Revenues in U.S. dollars remained unchanged from 1995. Sears ( anada 
revenues improved 2.6% in 1996 due to a modest recovery in consumer 
spending. Offsetting this improvement was a decline in revenues of 1 1.8% 
at Sears Mexico resulting primarily from decreased credit revenues. 

Gross margins as a percentage of merchandising revenues increased 
to 24.9% in 1996 from 23.9% in 1995. Sears Canada gross margin 
rates improved in 1996, reflecting decreased markdowns and a favorable 
comparison against 1995 occupancy expense. I his was partially offset 
by a decline in gross margin rates at Scars Mexico. 

Selling and administrative expense as a percentage of total revenues 
increased to 23.5% in 1996 from 23.1% in 1995. Selling and admini¬ 
strative expenses at Sears Canada increased primarily due to a restructuring 
charge. On July 23, 1996 Sears Canada announced a plan to eliminate 
certain positions and close a warehouse and other support facilities as 
part of its ongoing cost containment initiative. I'he Company recorded 
a $27 million pretax restructuring charge (before minority interest) 
related to this initiative. The restructuring initiatives are projected to 
generate annualized pretax savings of $35 to $45 million (before minority 
interest). Selling and administrative expense as a percentage of revenues 
decreased at Sears Mexico in 1996 due to reduced promotion expenses 
and lower benefit costs. 

International operating income as a percentage of revenues 
improved 40 basis points, or $13 million, in 1996 due primarily to 
the improved performance at Sears Canada. 
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In 1995, revenues in U.S. dollars declined 7.7% compared to 
1994, largely reHeccing unfavorable Mexican Peso exchange rates. In 
local currencies, revenues at Sears Canada decreased 3.5% from 1994 as 
continued slow economic conditions depressed sales. Revenues at Sears 
Mexico declined 0.2% in constant pesos in 1995 as consumer demand was 
stifled under government economic controls aimed at curbing inflation. 

Gross margins as a percentage of merchandising revenues declined 
to 23.9% in 1995 from 24.3% in 1994. Sears Canada gross margin rates 
declined in 1995 on higher markdown trends at the retail stores, lower 
initial margins at catalog and higher occupancy costs due to a writedown 
of certain warehouse facilities. Gross margin rates also declined at Sears 
Mexico in 1995 as increased markdowns were taken in an effort to 
stimulate sales growth in response to lower consumer spending. 

Selling and administrative expense as a percentage of total revenues 
increased to 23.1% in 1995 from 22.0% in 1994. Selling and admin¬ 
istrative expenses at Sears Canada declined in total dollars in 1995, 
reflecting continued cost control efforts, but increased as a percentage of 
revenues due to year-over-year sales declines. Selling and administrative 
expense as a percentage of revenues increased at Sears Mexico in 1995 as 
inflationary cost increases outpaced sales growth in the post-devaluation 
economic environment. 

International operating income declined $78 million in 1995 as 
operating performance suffered at Sears Canada and Sears Mexico in 
difficult economic conditions. 

INTEREST EXPENSEAND FUNDING COSTS 

Since the Company uses securitizations of credit card receivables as 
a significant funding source, total funding costs include interest expense, 
as shown on the consolidated statements of income, and the funding cost 
of securitized receivables. Total funding costs were as follows: 


millions 

1996 

1995 

1994 

Interest expense 

Funding cost ol securitized receivables (1) 

$ 1,365 

371 

$1,373 

364 

$1,279 

380 

Total funding costs 

$ 1,736 

$1,737 

$1,659 

(1) Funding costs of securitized receivables are 

reported as a reducti 

ion of credit 

revenues 


in the consolidated statements of income. 


Consolidated funding costs were unchanged in 1996. Domestic 
funding costs increased slightly due primarily to higher interest expense 
associated with a larger credit card receivables portfolio offset by lower 
domestic effective funding rates resulting from the refinancing of long-term 
higher rate debt. Lower international effective financing rates offset the 
domestic increase. 

1 he increase in funding costs in 1995 reflects a higher level of 
debt required to fund increases in credit card receivables and a higher 
interest rate environment in Mexico and Canada, partially offset by a 
lower domestic effective funding rate which benefited from a favorable 
domestic interest rate environment in 1995. 


OTHER INCOME 

Other income consists of: 


millions 

1996 

1995 

1994 

Gain on sales of propern,' and investments 

$36 

$35 

S 22 

Minority interest 

( 8 ) 

(4) 

(14) 

Interest income 

— 

— 

14 

Miscellaneous 

( 6 ) 

(8) 

(5) 

Total 

$22 

$23 

S 17 


Included in miscellaneous other income is the Company’s share of 
the results of Advantis, a joint venture between International Business 
Machines (“IBM”) and the Company, which provides data and voice 
networking and information processing services to the Company and 
others, and Prodigy. The Company sold its 50% interest in Prodigy, 
a partnership with IBM, in June 1996. 

INCOME TAX EXPENSE 

Income tax expense as a percentage of pretax income was 39.6% in 
1996, 40.7% in 1995 and 41.7% in 1994. The decrease in 1996 was 
primarily attributable to a lower effective tax rate on international 
earnings. In addition, both 1996 and 1995 effective tax rates benefited 
from the fact that domestic pretax income has increased at a faster rate 
than non-deductible expenses. 

EXTRAORDINARY ITEMS 

Results for 1994 included a $195 million extraordinary gain related 
to the early extinguishment of debt associated with the Company’s 
transfer of Sears Tower and all related assets and liabilities to a third 
party' as trustee of a trust in November 1994. The elimination of the 
related mortgages reduced corporate debt by $845 million and resulted 
in annual interest savings of approximately $75 million. 

INFLATION 

Reported earnings have been impacted by inflation; however, there is 
no simple way of identifying the amount of the impact. Competitive 
and regulatory conditions permitting, the Company modifies the prices 
charged for its goods and services in order to recognize cost changes 
as incurred or as anticipated. By also attempting to control costs and 
efficiently utilize resources, the Company strives to minimize the 
effects of inflation on its operations. 
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millions 

1996 

1995 

ASSETS 



Current Assets 



Cash and invested cash 

$ 660 

$ 606 

Credit card receivables 

22,371 

20,932 

Less: Allowance tor uncollectible accounts 

808 

826 


21,563 

20,106 

Other receivables 

335 

444 

Merchandise inventories 

4,646 

4,033 

Prepaid expenses and deferred charges 

348 

360 

Deferred income taxes 

895 

892 

Total current assets 

28,447 

26,441 

Property and equipment 



Land 

445 

387 

Buildings and improvements 

5,080 

4,382 

Furniture, fixtures and equipment 

4,279 

3,775 

Capitalized leases 

433 

313 


10,237 

8,857 

Less accumulated depreciation 

4,359 

3,780 

Total property and equipment, net 

5,878 

5.077 

Deferred income taxes 

905 

879 

Other assets 

937 

733 

TOTAL ASSETS 

$36,167 

$33,130 

LIABILITIES 



Current Liabilities 



Short-term borrowings 

$ 3,533 

$ 5.349 

Current portion of long-term debt and capitalized lease obligations 

2,737 

1,730 

Accounts payable and other liabilities 

7,225 

6,133 

Unearned revenues 

840 

887 

Other taxes 

615 

508 

Total current liabilities 

14,950 

14,607 

Long-term debt and capitalized lease obligations 

12,170 

10,044 

Postretirement benefits 

2,748 

2.825 

Minority interest and other liabilities 

1,354 

1,269 

TOTAL LIABILITIES 

31,222 

28,745 

SHAREHOLDERS’ EQUITY 



Preferred shares ($ 1 par value, 50 shares authorized) 



8.88% Preferred Shares, hirst Series (3.25 shares issued and outstanding as of Dec. 30, 1995) 

— 

325 

Common shares ($.75 par value, 1.000 shares authorized, 391.4 and 390.5 shares outstanding) 

323 

322 

Capital in excess of par value 

3,618 

3,634 

Retained income 

3,330 

2,444 

Treasury stock—at cost 

(1,655) 

(1,634) 

Minimum pension liability 

(277) 

(285) 

Deferred ESOP expense 

(230) 

(253) 

Cumulative translation adjustments 

(164) 

(168) 

TOTAL SHAREHOLDERS’ EQUITY 

4,945 

4,385 

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 

$36,167 

$33,130 


See accompanying notes. 
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ANALYSIS OF CONSOLIDATED FINANCIAL CONDITION 

The Company's significant financial capacity and flexibility are 
exemplified by the quality and liquidity of its assets and by its ability 
to access multiple sources of capital. 

The owned credit card receivables portfolio of $21.56 billion excludes 
$6.60 billion of receivables sold through securitizations. Domestic and 
international accounts represent $20.14 billion and $1.42 billion of the 
owned portfolio, respectively. 1 he portfolio is geographically diversified 
within the U.S., Canada and Mexico. The Company grants retail consumer 
credit based on an extensive use of proprietary and commercially available 
credit histories and scoring models. Lhe Company promptly recognizes 
uncollectible accounts and emphasizes the maintenance of an adequate- 
allowance for uncollectible accounts, which is assessed using multiple 
modeling approaches based on the portfolio risk characteristics. Domestic 
accounts are generally charged off automatically at the beginning of the 
billing cycle for which a customer’s balance is deemed to be more than 
209 days past due, except that accounts may be charged off sooner in the 
event of customer bankruptcy. 

Merchandising inventories are primarily valued on the last-in, 
first-out or LIFO method. Inventories would have been $730 million 

higher if valued on the first-in, first-out 
or FIFO method at Dec. 28, 1996. 
Inventories on a FIFO basis totaled 
$5.38 billion at Dec. 28, 1996 as 
compared to $4.74 billion at Dec. 30, 
1995. The increase in inventory levels 
reflects the growth in new stores, both 
Full-line and off-the-mall. 

CAPITAL RESOURCES 

Total net funding for the Company 
at Dec. 28. 1996 was $24.81 billion 
compared with $22.06 billion at Dec. 30, 
1995, and was used primarily to fund 
the credit card receivables portfolio. 

Net funding includes debt reflected on 
the balance sheet and investor certificates 
related to credit card receivables sold 
through securitizations. Funding related 
to credit card receivables grew during 
the year, as gross credit card receivables 
increased, reflecting the strong domestic operations performance. 

The Company’s debt-to-equity ratio was 3.7 at Dec. 28, 1996 and 
3.9 at Dec. 30, 1995. 


The Company accesses a variety of 
capital markets to preserve flexibility and 
diversify its funding sources. The broad 
access to capital markets also allows the 
Company to effectively manage liquidity 
and repricing risk. Liquidity risk is the 
measure of the Company’s ability to fund 
maturities and provide for the operating 
needs of its businesses. Repricing risk is 
the impact on net income due to changes 
in interest rates. I he Company’s cost of 
funds is affected by a variety of general 
economic conditions, including the level 
and volatility of interest rates. To aid in 
the management of repricing risk, the 
Company uses off-balance sheet 
instruments, such as interest rate swaps 
and caps. 1 he Company has policies 
that centrally govern the use of such 
off-balance sheer instruments. 

The current debt ratings of the Company appear in the table below. 



Moody’s 

Investors 

Services, 

Inc. 

Standard 
& Poor’s 

DufF& 
Phelps 
Credit 
Rating Co. 

Fitch 

Investors 

Service 

Inc. 

Unsecured long-term debt 

.42 

A- 

A 

A 

Unsecured commercial paper 

P-1 

A-2 

D-l 

F-l 

Term securitization 

Aaa 

AAA 

AAA 

AAA 


The Company utilizes Sears Roebuck Acceptance Corp. (“SRAC”), 
a wholly-owned subsidiary, to issue commercial paper, to maintain a 
continuously offered medium-term note program, to issue intermediate- 
term notes and to issue long-term underwritten debt. SRAC issued term 
debt securities totaling $4.35 billion in 1996. SRAC commercial paper 
outstandings were $3.32 billion and $4.45 billion at Dec. 28, 1996 and 
Dec. 30, 1995, respectively. SRAC commercial paper is supported 
bv a $5.0 billion syndicated credit facility which expires in 2001. 

In 1996, SRAC issued debt instruments as part of its on-going 
effort to cost effectively fund the Company. The weighted average 
interest rate on SRAC debt was 6.26% for 1996 compared to 6.31% 
for 1995. The following issuances were placed during 1996: 

• $3.04 billion fixed-rate medium-term notes, weighted average 
coupon of 6.6% and average term of 5.0 years 

• $412 million medium-term variable-rate notes, weighted average 
maturity of 1.6 years 

• $800 million discrete underwritten notes, weighted average coupon 
of 6.58% and average term of 9.1 years 

• $95 million intermediate-term loans, variable-rate and weighted 
average maturity of 3.9 years 


1996 Assets 



Net Receivables 61% 

Ei Property & Equipment 16% 
H Inventory 13% 

E Other 10% 


Funding Sources at 
Year-End 1996 



I ; Medium-Term Notes 36% 
M Securitization 28% 

Senior Unsecured 20% 

■ Unsecured 

Commercial Paper 12% 
Other 4% 
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millions 

1996 

1995 

1994 

CASH FLOWS FROM OPERATING ACTIVITIES 

Net income 

$ 1,271 

$1,801 

$ 1.454 

Adjustments to reconcile net income to net cash provided by 
(used in) operating activities 

Depreciation, amortization and other noncash items 

893 

713 

673 

Extraordinary gain related to early extinguishment of debt 

— 

— 

(319) 

Provision lor uncollectible accounts 

1,136 

744 

626 

Gain on sales of property and investments 

(36) 

(35) 

(22) 

Change in (net of acquisitions): 

Deferred income taxes 

(31) 

50 

359 

Credit card receivables 

(2,705) 

(2,807) 

(3,199) 

Merchandise inventorics 

(475) 

30 

(594) 

Other operating assets 

1 1 1 

(106) 

638 

Other operating liabilities 

1,025 

801 

(148) 

Discontinued operations 

— 

(776) 

(402) 

NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES 

1,189 

415 

(934) 

CASH FLOWS FROM INVESTING ACTIVITIES 

Acquisition of business, net of cash acquired 

(296) 

(53) 


Proceeds from sales of property and investments 

42 

41 

26 

Purchases of property and equipment, net 

(1,189) 

(1.183) 

(954) 

Discontinued 0 perations, net 

— 

483 

233 

NET CASH USED IN INVESTING ACTIVITIES 

(1,443) 

(712) 

(695) 

CASH FLOWS FROM FINANCING ACTIVITIES 

Proceeds from long-term debt 

4,683 

2,588 

2,798 

Repayments of long-term debt 

(1,832) 

(1,124) 

(2.717) 

Increase (decrease) in short-term borrowings, primarily 90 days or less 

(1,814) 

(637) 

1,617 

Repayments of ESOP note receivable 

21 

44 

69 

Preferred stock redemption 

(325) 

— 

— 

Common shares purchased for employee stock plans 

(164) 

— 

— 

Common shares issued for employee stock plans 

134 

97 

45 

Dividends paid to shareholders 

(394) 

(607) 

(698) 

NET CASH PROVIDED BY FINANCING ACTIVITIES 

309 

361 

1,114 

EFFECT OF EXCHANGE RATE CHANGES ON CASH AND INVESTED CASH 

(1) 

(6) 

(3) 

NET INCREASE (DECREASE) IN CASH AND INVESTED CASH 

54 

58 

(518) 

CASH AND INVESTED CASH AT BEGINNING OF YEAR 

606 

548 

1,066 

CASH AND INVESTED CASH AT END OF YEAR 

$ 660 

$ 606 

$ 548 


See accompanying notes. 
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I he Company, through its subsidiary Sears Receivables Financing 
Group, Inc., securitizes domestic credit card receivables to access 
intermediate-term funding in a cost-effective manner. These securities are 
rated in the highest category by the national rating agencies. In 1996, 
the Company issued $2.09 billion of fixed-rate term securitizations at a 
weighted average coupon of 6.74% and $52$ million of variable-rate term 
securitizations. As of Dec. 28, 1996, there were $6.33 billion of investor 
certificates outstanding which were backed by sold domestic credit card 
receivables. 

On Nov. 12, 1996, all the outstanding 8.88% Preferred Shares, 

First Series were redeemed at a redemption price of $2$ per depository 
share plus accrued dividends to the redemption dace. 

On Mar. 20, 1995, the Company exchanged all of its 28.8 million 
Series A Mandatorilv Exchangeable Preferred Shares (“PERCS”) for 
35.7 million common shares of the Company. The exchange did not 
dilute earnings per share as the PHRCS were reflected in the Company's 
earnings per share calculation in prior years. 

CAPITAL SPENDING 

Fhe Company is approximately 60% through a five-year, $4 billion 
capital expenditure program for renovating and updating Full-line Stores. 
In addition, the Company plans to grow its off-the-mall businesses. 
Capital expenditures during the past three years were as follows: 


million* 

1996 

1995 

1994 

Full-line Stores, primarily 
remodeling and expansion efforts 

$ 848 

$ 868 

5673 

Ofl-the-mall stores 

181 

111 

106 

Other - distribution cciuers/support functions 

160 

204 

175 

Iota! capital expenditures 

$ 1,189 

51,183 

5954 


Fhe Company plans capital expenditures of $1.5 billion for 1997, 
which include remodeling and expansion of approximately 85 existing 
and opening 1 5 to 25 new Full-line Stores, 40 to 50 hardware stores, 

5 to 10 furniture stores and 145 to 175 automotive stores. The 
Company may also pursue selective strategic acquisitions as a 
means to accelerate growth. 

OPERATING, INVESTING AND FINANCING ACTIVITIES 

t ash Hows from operating activities consist primarily of net income 
adjusted for certain noncash expense items including depreciation, the 
provision for uncollectible accounts, changes in receivables, inventories 
and deferred taxes. 

Net cash provided by the Company’s operating activities in 1996 
improved $7~4 million to $1.19 billion. The improvement was due to 
higher income from continuing operations and an increase in noncash 
expenses (provision for uncollectible accounts and depreciation) as 
compared to 1995. 


In 1995. net cash provided by the Company’s operating activities 
totaled $415 million, an improvement of $1.35 billion from 1994. I he 
improvement was due to an increase in other operating liabilities and 
lower levels of inventory growth as compared to 1994, partially offset 
by an increase in other operating assets. 

Net cash used in investing activities totaled $1.44 billion in 
1996 compared to $712 million in 1995. The increase in net cash used 
resulted from the acquisition of the Orchard Supply Hardware Stores 
Corporation in September 1996 and the fact that cash was realized in 
1995 from discontinued operations. In 1996, cash used for property and 
equipment related to the Company’s Full-line Stores remodeling program 
and the expansion of its store base was $1.19 billion as compared to 
$1.18 billion in 1995. 

In 1995, net cash used in investing activities increased $17 million 
over 1994 due to higher store remodeling capital expenditures and the 
acquisition of Wheels, Inc. and Nationwise, Inc., partially offset by- 
higher cash realized from discontinued operations. The cash realized 
from discontinued operations in 1995 relates primarily to the proceeds 
from the sale of Homart. 

Net cash provided by financing activities in 1996 totaled $309 million 
as compared to $361 million in 1995. Financing activities in 1996 were 
primarily long-term borrowings to support the growth in credit card 
receivables. During 1996, the Company implemented a share repurchase 
program for the purpose of acquiring up to ten million Sears common 
shares for distribution under employee stock-based incentive plans. 
Fhrough Dec. 28, 1996, 3.4 million common shares had been acquired 
under the repurchase program. In November 1996, the Company 
redeemed for cash all the outstanding 8.88% Preferred Shares. First Series. 
Dividends paid to shareholders in 1996 included common dividends based 
on a quarterly payout rate of $0.23 per common share. In the first nine 
months of 1995, the common share dividend payment was based on 
a quarterly payout rate of $0.40 per common share reflective of the 
Company's structure prior to the spin-off of Allstate. 1 he payment of 
future common dividends is dependent upon the Company’s earnings 
and investment opportunities. 

In 1995, net cash provided by financing activities decreased 
$753 million from 1 994 primarily due to a shift in the funding mix 
for credit card receivables from on-book debt to securitization in 1995. 
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1996 


1995 


1994 



1994 


8.88% PREFERRED SHARES. FIRST SERIES 

Balance, beginning of year 
Reti red during year 


Balance, end ol year 


SERIES A MANDATORILY EXCHANGEABLE 
PREFERRED SHARES (PERCS) 

Balance, beginning of year 
Issued during year 

Exchanged to common shares during year 


$ 325 

( 325 ) 


$ — 


dollars in millions 

S 325 S 325 

~$ 325 


3,250 

( 3 , 250 ) 


$ 325 


shares in thousands 

3,250 

3,250 


$ — 


5 1.236 $ 1,236 

(1,236) 


7.188 


(7,188) 


3.250 

3.250 


7,188 


Balance, end of year 


$ — 


$ — $ 1,236 


7,188 

391,752 

558 


COMMON SHARES 

Balance, beginning of year 

Conversion of PERCS 

Stock options exercised and other changes 


$ 322 

I 


S 294 S 294 


429,683 

932 


392,310 
35.673 
1,700 


Balance, end of year 


CAPITAL IN EXCESS OF PAR VALUE 

Balance, beginning of year 

Stock options exercised and other changes 

Conversion of PERCS 


Balance, end of year 


323 


322 


294 


430,615 


429,083 


3,634 

( 16 ) 


2.385 
40 
1,209 


2.354 

31 


3,618 


3.634 


2.385 


392,310 


RETAINED INCOME 

Balance, beginning of year 
Net income 

Preferred share dividends 

Common share dividends ($.92. $1.26 and $1.60 per share) 
Distribution <>f I he Allstate Corporation shares _ 


Balance, end of year 


TREASURY STOCK-AT COST 

Balance, beginning of year 

Repurchased for employee stock plans 

Reissued under compensation pl ans and oth er changes 


Balance, end of year 


MINIMUM PENSION LIABILITY 

Balance, beginning of year 
Net decrease (increase) 


Balance, end of year 


DEFERRED ESOP EXPENSE 

Balance, beginning of year 
Reductions 


Balance, end of year 


UNREALIZED NET CAPITAL GAINS 

Balance, beginning of year 

Net unrealized gain (loss) during the year 

Distribution of I he Allstate C orporation shares 


Balance, end of 


year 


CUMULATIVE TRANSLATION ADJUSTMENTS 

Balance, beginning of year 

Net unrealized gain (loss) during year 

Distribution of The Allstate C orporation shares _ 


Balance, end of year 


TOTAL COMMON SHAREHOLDERS’ EQUITY 
AND SHARES OUTSTANDING 


TOTAL SHAREHOLDERS’ EQUITY 

Sec accompanying notes. 
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2,444 

1,271 

( 25 ) 

( 360 ) 


3,330 


8,918 

1.801 

(53) 

(475) 

(7,747) 

2,444 


8.163 

1,454 

(137) 

(562) 


8,918 


( 1 , 634 ) 

( 164 ) 

143 


,690) 


1,704) 


( 1 , 655 ) 


56 

,634) 


14 
1.690) 


( 39 , 195 ) 

( 3 , 449 ) 

3,423 

( 39 , 221 ) 


(40,570) 


1,375 

(39,195) 


( 285 ) 

8 


(285) 


( 277 ) 


(285) 


( 253 ) 

23 


( 230 ) 


(558) (614) 

305 _56 

(253) (558) 


32 
1,176 
1.208) 


1,674 
(1,642) 


32 


( 168 ) 

4 


141) 


(64) 

(77) 


( 20 ) 


( 164 ) 


$ 4,945 


(1 68) (141) 

$ 4.060 $ 9,240 


391,394 


390,488 


$ 4,945 $4,385 


S 10.801 
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I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
BASIS OF PRESENTATION 

The consolidated financial statements include the accounts of Sears, 
Roebuck and Co. (“the Company") and all significant domestic and 
international companies in which the Company has more than a 50% 
equity ownership. Investments in companies in which the Company 
has a 20% to 50% ownership are accounted lor using the equity method. 
I'he Allstate Corporation (“Allstate") and Homart Development Co. and 
affiliated entities (“Homart") are presented as discontinued operations in 
1995 and 1994. 

The preparation ot financial statements in conformity with generally 
accepted accounting principles requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities 
and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from these estimates. 

Although not a part of the financial statements, included with 
the consolidated statements is a five-year summary of consolidated 
financial data. 

Certain reclassifications have been made in the 1995 and 1994 
financial statements to conform with current year presentation. 

FISCAL YEAR 

The Company’s fiscal year ends on the last Saturday in December. 

Fiscal year 1996 ended on Dec. 28, fiscal year 1995 ended on Dec. 30, 
and fiscal year 1994 ended on Dec. 31. 

MERCHANDISE SALES AND SERVICES 

Revenues from merchandise sales and services are net of returns and 
allowances and exclude sales tax. Included in merchandise sales and services 
are gross revenues from licensees of 51.32, 51.25 and 51.17 billion for 
1996, 1995 and 1994, respectively. 

MAINTENANCE AGREEMENTS 

I’he (iompanv sells extended service contracts with terms of coverage 
between 12 and 36 months. Revenue and incremental direct acquisition 
costs from the sale of these contracts are deferred and amortized on a 
straight-line basis over the lives of the contracts. Costs related to servicing 
the contracts are expensed as incurred. 

STORE PRE-OPENING EXPENSES 

C osts associated with the opening of new stores are expensed in the 
year incurred. 

EARNINGS PER COMMON SHARE 

F.arnings per common share is computed based on the weighted average 
number ot common and common equivalent shares (dilutive stock 
options) outstanding and after adjustment for dividends of 525 million 
in 1996, and 529 million in both 1995 and 1994 on the 8.88% Preferred 
Shares, First Series. 


In early 1997 the Financial Accounting Standards Board issued 
Statement of Financial Accounting Standard (SFAS) No. I 28, “Earnings 
per Share.' The statement is effective for financial statements for periods 
ending after Dec. 15, 1997, and changes the method in which earnings 
per share will be determined. Adoption of this statement by the Company 
will not have a material impact on earnings per share. 

CASH AND INVESTED CASH 

Cash and invested cash includes all highly liquid investments with 
maturities of three months or less. 

CREDIT CARD RECEIVABLES 

Credit card receivables arise primarily under open-end revolving credit 
accounts used to finance purchases of merchandise and services offered 
bv the Company. These accounts have various billing and payment 
structures, including varying minimum payment levels and finance 
charge rates. Based on historical payment patterns, the full receivable 
balance will not be realized within one year. 

Credit card receivables are shown net of an allowance for uncol¬ 
lectible accounts. I he Company provides an allowance for uncollectible 
accounts which is determined based on a number of factors, including 
the risk characteristics of the portfolio, historical charge-off patterns, and 
management judgement. When receivables arc securitized and sold with 
limited recourse, the portion of the allowance for uncollectible accounts 
pertaining to such receivables is transferred to a recourse liability at the 
date of sale. 

Uncollectible accounts are generally charged off against the allowance 
or recourse liability automatically at the beginning of the billing cycle in 
which the customer’s balance is deemed to be more than 209 days past due, 
except that accounts may be charged off sooner in the event of customer 
bankruptcy. Finance charge revenue is recorded until such time an account 
is charged off and finance charges on charged-off accounts are presented 
as a reduction of credit revenues. 

In June 1996, SFAS No. 125, “Accounting for Transfers and 
Servicing of Financial Assets and Extinguishments of Liabilities’’ was 
issued. This statement provides consistent guidance for distinguishing 
transfers of financial assets (securitizations) that are sales from transfers 
that are secured borrowings and is effective for securitizations occurring 
after Dec. 31, 1996. 

SFAS No. 125 requires the Company to recognize gains on 
securitizations which qualify as sales. The statement also indicates that 
an allowance for uncollectible accounts should not be maintained for 
receivables which are sold (securitized) effective after Dec. 31, 1996. 

I he Company expects the allowance for doubtful accounts related to 
the domestic securitized (sold) receivables to be depleted during 1997 
and 1998. 

The Company anticipates an increase in net income of approximately 
5100 to 5150 million in 1997 resulting from the implementation ol 
the new statement, although the precise amount will be dependent on 
a number of factors such as interest rates and levels of securitization. 
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MERCHANDISE INVENTORIES 

Approximately 84% of merchandise inventories are valued at the lower 
of cost (using the last-in, first-out or LIFO method) or market using the 
retail method. Fo estimate the effects of inflation on inventories, the 
Company utilizes internally developed price indices. 

I he LIFO adjustment to cost of sales was a charge of $ 19 million 
in 1996 and 1995 and a credit of $34 million in 1994. Partial liquidation 
ol merchandise inventories valued under the LIFO method resulted in 
credits of $ 1 5 and $3 million in 1995 and 1994. No layer liquidation 
credits resulted in 1996. If the first-in. first-out (FIFO) method of 
inventory valuation had been used instead of the LIFO method, 
merchandise inventories would have been $730 and $7] 1 million 
higher at Dec. 28, 1996 and Dec. 30, 1995, respectively. 

Merchandise inventories of international operations, the Parts Group, 
certain Sears Fire Group formats and Puerto Rico, which represent 
approximately 16% of merchandise inventories, are recorded based 
on the FIFO method. 

PROPERTY AND EQUIPMENT 

Property and equipment is stated at cost less accumulated depreciation. 
Depreciation is provided principally by the straight-line method over 
the estimated useful lives of the related assets, generally 5 to 10 years 
for equipment and 40 to 50 years for real property. Accumulated 
depreciation was $4.36 and 53. 7 8 billion at Dec. 28, 1996 and Dec. 30, 
1995, respectively. 

GOODWILL 

Included in other assets is the excess of purchase price over net assets 
of businesses acquired (“goodwill') which is amortized using the straight- 
line method over various periods not exceeding 40 years. 

INCOME TAXES 

I he consolidated federal income tax return of the Company includes 
results of the domestic operations of both the continuing businesses 
and discontinued operations. Fax liabilities and benefits are allocated 
as generated by the respective businesses, whether or not such benefits 
would be currently available on a separate return basis. 

ADVERTISING 

Costs for newspaper, television, radio and other media advertising are 
expensed as incurred. Specialty catalog book preparation and other 
direct response advertising costs (printing costs and advertising inserts) 
are charged to expense over the expected period of future benefits. 

For specialty catalogs, amortization of costs occurs over the life of the 
catalog, not to exceed one year. For advertising inserts and other direct 
response advertising, the amortization period ranges from six months 
to five years depending on the period of future benefits. In 1996, the 
total cost ol advertising charged to expense was $1.28 billion, compared 
with $1.22 billion in 1995, and $1.18 billion in 1994. The consolidated 
balance sheets include deferred direct-response advertising costs of 
$59 million at Dec. 28, 1996, $46 million at Dec. 30, 1995, and 
$37 million at Dec. 3 1. 1994, which are included in other assets. 


OFF-BALANCE SHEET FINANCIAL INSTRUMENTS 

I he Company utilizes various off-balance sheet financial instruments 
to manage the interest rate and foreign currency risk associated with its 
borrowings. 1 he counterparties to these instruments are major financial 
institutions with credit ratings primarily of AA. 

Interest rate swap agreements modify the interest characteristics of 
a portion of the Company's debt. The differential to be paid or received 
is accrued as interest rates change and recognized as an adjustment to 
interest expense in the statement of income. The related accrued receivable 
or payable is included in other assets or liabilities. The fair values of the 
swap agreements arc not recognized in the financial statements. 

Interest rate caps are used to lock in a maximum rate if rates rise, but 
enable the Company to otherwise pay lower market rates. The cost of 
interest rate caps is amortized to interest expense over the life ol the caps. 
Payments received due to the interest rate caps reduce interest expense. 

I he unamortized cost of the interest rate caps is included in other assets. 

2. DISCONTINUED OPERATIONS 

Income from discontinued operations was $776 million (net of income- 
tax expense of $249 million) in 1995 and $402 million (net of income- 
tax benefit of $256 million) in 1994. 

On November 10, 1994, the Company announced its intention to 
distribute in a tax-free dividend to the (Company's common shareholders 
its 80% ownership interest in The Allstate Corporation. The distribution 
was approved by shareholders at a special meeting on March 11,1995. 

On June 20, 1995, the Company’s Board of Directors approved the 
distribution to Sears shareholders in a tax-free dividend. Sears shareholders 
of record on June 30. 1995 received, effective June 30, 1995, .93 shares 
of The Allstate ('.orporation for each Sears common share owned. I his 
transaction resulted in a noncash dividend to Sears shareholders totaling 
$8.98 billion. 

In July 1995, the Company completed the sale of Homan s 
commercial office building portfolio to an operating partnership composed 
of the Morgan Stanley Real Estate Fund II. I..P. and 1 lines Interests 
Limited Partnership. In December 1995, the Company completed the 
sale of the retail shopping center and community development businesses 
of Ho mart to a wholly-owned subsidiary of General (Growth Properties, 

Inc. No gain or loss to the Company resulted from these transactions. 

The operating results of the discontinued operations arc 
summarized below: 


million* 

1995 

1994 

Allstate 

Revenues 

$ 11.244 

$21,464 

Net income 

776 

388 

Homart 

Revenues 

$ 256 

$ 266 

Net income 


14 
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3. RESTRUCTURING 

In 1996. international operations selling and administrative expenses 
included a $27 million pretax restructuring charge (before minority 
interest) related to Sears Canada cost containment initiatives that 
included elimination of certain positions and the closing of a warehouse 
and other support facilities. Beginning in 1997, the restructuring 
initiatives at Sears Canada are estimated to generate annualized pretax 
savings of $3$ to $45 million (before minority interest). 

Included in domestic operations selling and administrative expenses 
in 1995 was a $51 million pretax restructuring charge associated with 
the Company’s organizational realignment. This initiative better aligns 
the Company’s structure with its growth strategy, particularly the creation 
of separate tire and auto parts divisions and the consolidation of certain 
distribution facilities. Beginning in 1997, resulting after-tax savings from 
the restructuring are expected to be an estimated $39 to $35 million 
annually. 

In 1995, the Company also reversed $62 million of pretax reserves 
related to the $2.65 billion domestic restructuring announced in 1993. 

The reserves which were released are no longer needed due to the 
settlement of obligat ions and the adjustment of the carrying values of 
certain properties to be disposed of in connection with that restructuring. 


4. INCOME TAXES 

Income before income taxes was as follows: 


millions 

1996 

199$ 

1994 

Domestic 

$2,091 

5 1.727 

$1,411 

Foreign 

14 

1 

60 

Total 

$2,105 

51,728 

51,471 

Federal, state and foreign 

taxes were as follows: 



millions 

1996 

1995 

1994 

Federal income tax 




Current 

$ 720 

5 571 

5 324 

Deferred 

(12) 

31 

171 

State income tax 




Current 

133 

93 

45 

1 Deferred 

(8) 

10 

38 

Foreign income tax 




Current 

25 

23 

51 

Deferred 

(24) 

(25) 

(15) 

Income tax provision 

$ 834 

5 703 

S 614 


Deferred taxes based upon differences between the financial 
statement and tax bases of assets and liabilities and available tax 
carryforwards consists of: 


millions 

1996 

1995 

Deterred tax assets: 



Unearned maintenance income 

$ 445 

5 430 

Allowance for uncollectible accounts 

437 

377 

Sell insurance reserves 

169 

150 

Postretirement benefit liability 

1,143 

1,161 

Minimum pension liability 

155 

183 

Other deferred tax assets 

670 

680 

Gross deferred rax assets 

3,019 

2.981 

Less valuation allowance 

— 


Net deferred rax assets 

3,019 

2,981 

Deferred tax liabilities: 



Property and equipment 

336 

389 

Prepaid pension 

153 

187 

LIFO 

131 

125 

Other deferred tax liabilities 

599 

509 

Gross deferred tax liabilities 

1,219 

1.210 

Net deferred taxes 

$1,800 

51,771 


Management believes that the realization of the net deferred tax 
asset of $1.8 billion is more likely than not, based on the expectation 
that the Company will generate the necessary taxable income in future 
periods. 

U.S. income and foreign withholding taxes were not provided 
on certain unremitted earnings of international affiliates which the 
Company considers to be permanent investments. The cumulative 
amount of unremitted income for which income taxes have not been 
provided totaled $349 million at Dec. 28, 1996. If these earnings were 
to be remitted, taxes of $106 million would be due. 

Income taxes of $386, $616, and $470 million were paid in 1996, 
1995, and 1994, respectively. 


A reconciliation of the statutory federal income tax rate to the 
effective rate was as follows: 



1996 

1995 

1994 

Statutory federal income tax rate 

35.0% 

35.0% 

35.0% 

State income taxes, net of federal income tax benefit 

3.9 

3.9 

3.8 

Other 

.7 

1.8 

2.9 

FJTective income rax rate 

39.6% 

40.7% 

41.7% 
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5. BENEFIT PLANS 

Expenses for retirement and savings-related benefit plans were as follows: 


millions 

1996 

1995 

1994 

Saving;, and Profit Sharing Fund of Sears Employees 
Defined contribution 

$ 64 

$ 61 

$ 61 

ESOP benefit 

(33) 

(19) 

(4) 

Pension plans 

99 

38 

(61) 

Retiree insurance benefits 

76 

185 

232 

Other plans 

8 

10 

8 

Total 

$214 

$275 

$236 


PROFIT SHARING FUND 

Most domestic employees are eligible to become members of The Savings 
and Profit Sharing Fund of Sears Employees (“the Fund"). The Company 
contribution is based on 6% of consolidated income, as defined, for the 
participating companies. Company contributions are limited to 70% of 
eligible employee contributions. 

I he Fund includes an Employee Stock Ownership Plan (“the ESOP”) 
to prefund a portion of the Company’s anticipated contribution through 
2004. The Company loaned the ESOP S800 million at an interest rate of 
9.2% which it used to purchase 25.9 million of Sears common shares. The 
loan is repaid with dividends on ESOP shares and Company contributions. 

In conjunction with the 1995 Allstate spin-off. The Savings and 
Profit Sharing Fund of Sears Employees, which includes the ESOP, was 
split into two separate plans, a plan for employees of the Company and 
its affiliates other than Allstate and a plan for Allstate employees. The 
ESOP was split with 50% of the unallocated shares in the ESOP and 50% 
of the ESOP debt transferred to the Allstate plan. In connection with this 
transfer, Allstate purchased from the Company 50% of the Company’s 
remaining loan to the ESOP at a purchase price of 5327 million. 

The ESOP benefit included in the benefit plan expense table was 
computed as follows: 


millions 

1996 

1995 

1994 

Interest expense recognized by ESOP 

$ 29 

$45 

$ 64 

Less dividends accrued on ESOP shares 

(21) 

(311 

143) 

Cost of shares allocated to 




employees and plan expenses 

23 

28 

56 


31 

42 

77 

ESOP expense attributable to 




discontinued operations 

— 


(24) 

Reduction ol defined contribution due to ESOP 

(64) 

(61) 

(57) 

ESOP benefit 

$(33) 

$119) 

$ (4) 


The Company contributed 528, 562 and 591 million to the ESOP 
in 1996, 1995 and 1994, respectively. At Dec. 28. 1996, total committed 
to be released, allocated and unallocated ESOP shares were 1.5, 9.3 and 
I 5.1 million, respectively. All ESOP shares are considered outstanding 
in the calculation of earnings per share. 


PENSION PLANS 

Substantially all domestic full-time and certain part-time employees 
are eligible to participate in noncontributorv defined benefit plans 
after meeting age and service requirements. Substantially all Canadian 
employees are eligible to participate in contributory defined benefit plans. 
Pension benefits are based on length of service, compensation and. in 
certain plans. Social Security or other benefits. Funding for the various 
plans is determined using various actuarial cost methods, and amounted 
to 5172, 576 and 581 million for 1996. 1995 and 1994, respectively. 
Pension expense (benefit) was comprised of the following: 


millions 

1996 

1995 

1994 

Benefits earned during the period 

$ 72 

$ 68 

$ 81 

Interest on projected benefit obligation 

189 

181 

196 

Actual return on plan assets 

(322) 

(383) 

12 

Net amortization and deferral 

160 

172 

(350) 

Pension expense (benefit) 

$ 99 

$ 38 

$ (61) 


The Company uses October 31 as the measurement date for purposes 
of determining pension plan assets and obligations. I he weighted average 
discount rate and rate of increase in compensation used in determining the 
actuarial present value of the projected benefit obligations were T75% and 
4.25% in 1996, *’.75% and 3.75% in 1995 and 9.0% and 4.0% in 1994. 
The expected long-term rate of return on plan assets used in determining 
net periodic pension cost was 9.5% in 1996, 1995 and 1994 
The plans’ funded status was as follows: 


1996 1995 



Assets 

Accumulated 

Assets 

Accumulated 


exceed 

benefits 

exceed 

benefits 

accumulated 

exceed 

accumulated 

exceed 

millions 

benefits 

assets 

benefits 

assets 

Actuarial present value ol 





benefit obligations 

Vested benefit obligation 

$478 

$1,787 

$419 

$ 1,743 

Accumulated benefit obligation 

$479 

$1,984 

$420 

$ 1,975 

Projected benefit obligation 
(PBO) 

Plan assets at fair value. 

$554 

$2,123 

$469 

$2,241 

primarily publicly traded 
stocks and bonds 

714 

1,776 

635 

1.626 

PBO less than (in excess of) 





plan assets 

160 

(347) 

166 

(615) 

Unrecognized net loss 
Unrecognized prior 

37 

636 

30 

734 

service cost 

1 

(65) 


54 

Unrecognized transitional 





asset 

(17) 

— 

(25) 

— 

Minimum pension liability 

— 

(432) 


(522) 

Prepaid (accrued) pension 





cost in the Balance Sheet at 
year end 

$ 181 

$ (208) 

$171 

$ (349) 
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The provisions of Statement of Financial Accounting Standards 
(“SPAS ") No. 87 “Employers’ Accounting For Pensions’’ require the 
recognition of a minimum pension liability for each defined benefit plan 
for which the accumulated benefit obligation exceeds plan assets. I he 
amount of minimum pension liability was $432 million at Dec. 28, 1996 
and $522 million at Dec. 30, 1995. The Company also had an intangible 
asset of $54 million at Dec. 30, 1995 for unrecognized prior service cost. 
In 1996, no such intangible asset existed. The minimum pension liability 
in excess of unrecognized prior service cost is recorded as a reduction to 
shareholders’ equity, net of tax, of $277 million at Dec. 28. 1996 and 
$285 million at Dec. 30, 1995. 

RETIREE INSURANCE BENEFITS 

The Company provides certain health care and life insurance benefits for 
retired employees. Generally, qualified employees may become eligible tor 
these benefits if they retire in accordance with the Company’s established 
retirement policy and are continuously insured under the Company’s 
group plans or other approved plans tor 10 or more years immediately 
prior to retirement. 

File Company shares the cost of the retiree medical benefits with 
retirees based on years of service. 1 hrough 1995, the Company’s share 
is subject to a 5% limit on annual medical inflation after retirement. 
Beginning in 1996, the Company’s share of these costs were capped at 
1995 levels for employees who retired before 1996. For employees who 
retire after 1995, the Company's share of these benefit costs will be 
capped based on the Company contribution calculated during the first 
year of retirement. The effect of this plan change reduces postretirement 
benefit expense commencing in 1996. The Company’s postretirement 


benefit plans are not funded. Fhe Company 
terminate these plans. 

Postretirement benefit expense was com 

has the right 

prised of the 

to modify 

following: 

or 

millions 

1996 

1995 

1994 

Benefits earned during the period 

$ 18 

S 24 

$ 35 

Interest on accumulated post retirement 




benefit obligation 

125 

1KH 

197 

Net amortization and deferral 

( 67 ) 

(27) 

— 

Postretirement benefit expense 

$ 76 

S185 

$232 


The weighted average discount rate used in determining the 
accumulated postretirement benefit obligation was 7. 7 5% in 1996 
and 1995. 

The weighted average health care cost trend rate used in measuring 
the postretirement benefit expense is 11.0% for 1997, gradually declining 
to 6.0% in 2007 and remaining at that level thereafter. A one percentage 
point increase in the assumed health care cost trend rate would increase the 
accumulated postretirement benefit obligation by $38 million and would 
increase the annual postretirement benefit expense by $5 million. 


6. BORROWINGS 

Short-term borrowings consisted of: 


millions 

1996 

1995 

Commercial paper 

$ 3,208 

$4,961 

Bank loans 

97 

101 

Agreements with bank trust departments 

82 

137 

Other loans (principally foreign) 

146 

150 

Total short-term borrowings 

$ 3,533 

$5,349 

Weighted average interest rate at year end 

Weighted average interest rate at year end. including 

6 . 4 % 

7.2‘i 

effects of swaps and caps 

7 . 3 % 

7.8 1 


At Dec. 28, 1996, the Company had credit agreements totaling 
$5-61 billion. SRAC's credit facilities totaled $5 billion in syndicated 
credit agreements. Sears Canada had credit agreements totaling 
$609 million. These syndicated and uniform credit agreements 
provide for loans at prevailing interest rates and mature at various 
dates through June 2001. The Company pays commitment fees in 
connection with these credit agreements. 

The Company had interest rate swap agreements which established 
fixed rates on $996 million and $1.41 billion of short-term variable rate 
debt at Dec. 28, 1996 and Dec. 30, 1995, resulting in weighted average 
interest rates of 8.5% and 8.0%, respectively. I he weighted average 
maturity of agreements in effect on Dec. 28. 1996 was approximately 
eleven years. Due to interest rate caps, the Company had maximum 
weighted average interest rates of 9.0% on $200 million of debt at 
Dec. 28, 1996 and at L9ec. 30, 1995. The maturity of cap agreements 
in effect on Dec. 28, 1996 is approximately one year. 


Fhe plans’ funded status was as follows: 


millions 

1996 

1995 

Accumulated postretirement benefit obligation 



Retirees 

$ 1,495 

S 1,646 

Fully eligible active plan participants 

107 

1 14 

Other active plan participants 

1 14 

161 

Accumulated postretirement benefit obligation 

1,716 

1,921 

Unrecognized gain 

441 

301 

Unrecognized prior service cost 

591 

603 


Accrued postretirement benefit cost in the Balance- 
Sheet at year end $ 2,748 $2,825 
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Long-term debt was as follows: 


millions 


Issue 

1996 

1995 

SEARS. ROEBUCK AND CO. 

6.25% to 9.5% Notes, due 1997 to 2004 

$ 1,550 

S 1.950 

8.2% Extendable Notes, due 1999 

31 

31 

6% Debentures, $300 million face value, due 2000, 
effective rate 14.8% 

233 

218 

9.375% Debentures, due 2011 

300 

300 

4.85% to 10.0% Medium-Term Notes, 
due through 2021 

3,236 

3,737 

Capitalized lease obligations 

211 

127 

SEARS ROEBUCK ACCEPTANCE CORP. 

5.66% to 6.07% Term Loans, due 1997 to 2001 

715 

895 

6.13% and 6.90% Notes, due 2000 to 2006 

1,298 

499 

5.40% to 7.19% Medium-Term Notes, due 1997 to 2006 

4,834 

1,383 

SEARS DC CORP. 

7.67% to 9.26% Medium-Term Notes, 
due through 2012 

779 

1,229 

SEARS OVERSEAS FINANCE N.V. (GUARANTEED BY 

SEARS. ROEBUCK AND CO.) 

Zero Coupon Bonds, $500 million face value, 
due 1998, effective rate 12.0% 

421 

376 

SEARS CANADA INC. 

8.25% to 1 1.70% Debentures, due 1997 to 2001 

420 

348 

Notes, mortgages, bonds and capitalized leases 

135 

139 

SEARS CANADA RECEIVABLES TRUST 

3.25% to 9.18% Receivables Trusts, 
due 1997 to 2006 

541 

325 

SEARS ACCEPTANCE CO. LTD. 

15'/h% Secured Debentures, due 1996 


49 

SEARS ROEBUCK DE MEXICO. S.A. DE C.V. 

16% Bank Notes, due 1996 


78 

Notes payable to bank due 1998 

50 

— 

OTHER SUBSIDIARIES 

Notes, mortgage and capitalized leases 

153 

90 

Less current maturities 

14,907 

2,737 

11,774 

1,730 

Total long-term debt 

$ 12,170 

$10,044 


7. LEASE AND SERVICE AGREEMENTS 

1 he Company leases certain stores, office facilities, warehouses, 
computers and transportation equipment. 

Operating and capital lease obligations are based upon contractual 
minimum rates and. for certain stores, amounts in excess of these 
minimum rates are payable based upon specified percentages of sales. 
Certain leases include renewal or purchase options. Operating lease 
rentals were $365, $357 and $341 million, including contingent rentals 
of $66, $66 and $62 million, for the years ended Dec. 28, 19%, Dec. 30, 
1995 and Dec. 31, 1994, respectively. 

Minimum lease obligations, excluding taxes, insurance and 
other expenses payable directly by the Company, for leases in effect as 
of Dec. 28, 1996, were: 


millions 

Capital 

leases 

l Operating 
leases 

1997 

$ 56 

$ 279 

1998 

52 

259 

1999 

49 

231 

2000 

47 

207 

2001 

44 

189 

After 2001 

611 

1,006 

Minimum payments 

$859 

$2,171 

Executory costs (principally taxes) 

26 


Imputed interest 

493 


Present value of minimum lease payments, 
principally long-term 

$340 



I he Company has a minority interest in Advantis, which began 
operations in December 1992. Advantis is a joint venture between 
International Business Machines (“IBM”) and the Company which 
provides data and voice networking and information processing services 
to the Company and others. Total expenses incurred by the (’ompany 
for these services during the years 1996, 1995 and 1994 were $327, 
$270 and $311 million, respectively. The Company has committed to 
purchase services of at least $216 million annually through 2004. 


As of Dec. 28, 1996, long-term debt maturities for the next five years 
were as follows: 


millions 

1997 

$2,737 

1998 

2,598 

1999 

1,748 

2000 

1,826 

2001 

2,260 


I'he Company paid interest of $1.3 billion tor the years ended 
Dec. 28, 1996 and Dec. 30, 1995, and $1.2 billion for year ended Dec. 31. 
1994. Interest capitalized was $5, $4 and $1 million tor the years ended 
Dec. 28, 1996, Dec. 30, 1995, and Dec. 31. 1994, respectively. 


8. FINANCIAL INSTRUMENTS 

In the normal course of business, the Company invests in various 
financial assets, incurs various financial liabilities and enters into 
agreements involving off-balance sheet financial instruments. The fair 
value estimates of financial instruments presented arc not necessarily 
indicative of the amounts the Company might pay or receive in actual 
market transactions. Potential taxes and other transaction costs have 
also not been considered in estimating fair value. As a number of the 
Company’s significant assets (including merchandise inventories, 
property and equipment, and deferred income taxes) and liabilities 
are not considered financial instruments, the following disclosures 
do not reflect the fair value of the Company as a whole. 


p 36 


sears annual report 1996 
















SEARS, 


ROEBUCK AND CO. 


Consolidated Financial Statements 


CONTINUED) 


For financial instruments which are short-term in nature, such as 
other receivables, short-term borrowings, accounts payable and other 
liabilities, carrying value approximates fair value. The fair value of other 
financial instruments is as follows: 



1996 

1995 

millions 

Carrying 

Value 

Fair 

Value 

Carrying 

Value 

Fair 

Value 

Credit card receivables 

$ 21,563 

$ 22,185 

$20,106 $20,763 

Long-term debt (excluding 
capitalized leases) 

14,554 

14,867 

1 1,461 

12.212 


Credit card receivables are valued by discounting estimated future 
cash Hows. The estimated cash flows reflect the historical cardholder 
payment experience and are discounted at market rate. 

Long-term debt is valued based on quoted market prices when 
available or discounted cash flows, using interest rates currently available 
to the Company on similar borrowings. 

OFF-BALANCE SHEET FINANCIAL INSTRUMENTS 

1 he Company is a party to off-balance sheet financial instruments to 
manage interest rate and foreign currency risk. These financial instruments 
involve, to varying degrees, elements of market, credit, exchange and 
interest rate risk in excess of amounts recognized in the balance sheet. 
The Company does not require collateral or other security to support 
the financial instruments with credit risk, unless noted otherwise. 


Debt-related 

The Company had the following off-balance sheet financial instruments 
related to its outstanding borrowings at Dec. 28, 1996 and Dec. 30, 1995: 




December 

28. 19% 


Contract or 
Notional 

Fair C 

Carrying 

millions 

Amount 

Value 

Value 

Interest rate swap agreements: 

Pay floating rate, receive fixed rate 

S 805 

S 16 

S— 

Pay fixed rate, receive floating rate 

996 

(394) 

— 

Interest rate cap agreement 

200 

— 

— 

Foreign currency hedge agreements 

110 

(4) 

— 




December 30. 1995 


Contract or 
Notional 

Fair 

Carrying 

millions 

Amount 

Value 

Value 

Interest rare swap agreements: 

Pay floating rate, receive fixed rate 

S 805 

S 35 

S— 

Pay fixed rare, receive floating rate 

1.411 

(504) 

— 

Interest rate cap agreement 

200 

— 

— 

Foreign currency hedge agreements 

110 

— 

— 


The Company uses interest rate swaps and caps to manage the 
interest rate risk associated with its borrowings and to manage the 
Company’s allocation of fixed and variable rate debt. For pay floating 
rate, receive fixed rate swaps, the Company paid a weighted average rate 
of 5.50% and received a weighted average rate of 6.80% in 1996. For 
pay fixed rate, receive floating rate swaps, the Company paid a weighted 
average rate of 8.02% and received a weighted average rate of 5.44% in 
1996. The fair values of interest rate swaps and caps are based on prices 
quoted from dealers. If a counterparty fails to meet the terms of a swap or 
cap agreement, the Company’s exposure is limited to the net amount that 
would have been received, if any, over the agreement’s remaining life. 

Maturity dates of the off-balance sheet financial instruments 
outstanding at Dec. 28, 1996 were as follows: 


Notional amount 



Over 

millions 

1 year 2-5 years 

5 years 

Interest rate swap agreements 

SI 27 $1,078 

$596 

Interest rate cap agreement 

200 

— 

Foreign currency hedge agreements 

100 10 

— 


Credit-related 

I he Company had outstanding domestic securitized credit card receivables 
sold with limited recourse of $6.33 and $4.55 billion at Dec. 28. 1996 and 
Dec. 30, 1995, respectively. The Company’s credit risk exposure was 
contractually limited to $522 million at Dec. 28, 1996. I he Company 
had estimated accrued liabilities associated with this credit exposure 
included in the balance sheet of $230 and SI76 million at Dec. 28, 1996 
and Dec. 30, 1995, respectively. A portion of the securitized receivables 
is collateralized by personal property'. 

Other 

The Company had a financial guaranty of $84 million at Dec. 28, 1996. 
This guaranty represents a commitment by the Company to guarantee 
the performance of certain municipal bonds issued in connection with the 
Company’s headquarters building. No amounts were accrued in the 
balance sheet for any potential loss associated with this guaranty at 
Dec. 28, 1996 and Dec. 30, 1995. 
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9. SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK 

The Company grants credit to customers throughout North America. 

I he five states in which the Company had the largest amount of gross 
credit card receivables, including those sold with recourse, were as follows: 


millions 

1996 

1995 

California 

$2,680 

S2.337 

Texas 

2,191 

1,912 

Florida 

1,982 

1,785 

New York 

1,552 

1.358 

Pennsylvania 

1,478 

1.364 


10. LEGAL PROCEEDINGS 

Various legal and governmental proceedings are pending against the 
Company, many involving routine litigation incidental to the businesses. 
Other matters contain allegations which are nonroutine and involve 
compensatory, punitive or antitrust treble damage claims in very large 
amounts, as well as other types of relief. 

I he consequences of rhese matters are not presently determinable but, 
in the opinion of the management of the Company after consulting with 
legal counsel, the ultimate liability' in excess of reserves currently recorded 
is not expected to have a material effect on annual results of operations, 
financial position, liquidity or capital resources of the Company. 

11. ACQUISITION OF BUSINESS 

During September 1996, the Company acquired the outstanding 
stock of Orchard Supply Hardware Stores Corporation (“Orchard") 
for $309 million. As of Dec. 28, 1996, Orchard operated 65 hardware 
superstores in California. The acquisition was recorded using the 
purchase method of accounting and resulted in goodwill of 
approximately $220 million, which is included in other assets. 

Orchard’s results of operations are not material to the Company’s 
consolidated results of operations. 

12. EXTRAORDINARY GAIN 

On Nov. 7, 1994, the Company transferred Sears Tower and all related 
assets and liabilities to a third party as trustee of a trust and was released 
from the related non-recourse mortgages encumbering the building. In 
connection with this transaction, the Company recorded an after-tax 
extraordinary gain of $195 million ($319 million pretax) related to 
the early extinguishment of debt. 


I 3. SHAREHOLDERS’ EQUITY 
DIVIDEND PAYMENTS 

Certain indentures relating to the long-term debt of Sears, Roebuck and 
Co., which represent the most restrictive contractual limitation on the 
payment of dividends, provide that the Company cannot take specified 
actions, including the declaration of cash dividends, which would cause 
its consolidated unencumbered assets, as defined, to fall below 1 50% of 
its consolidated liabilities, as defined. At Dec. 28, 1996, approximately 
$1.9 billion could be paid in dividends to shareholders under the most 
restrictive indentures. 

PREFERRED SHARES 

The 8.88% Preferred Shares, First Series (“8.88% Preferred Shares”) 
were issued in the form of 13 million depository shares having cumulative 
dividends of $2.22 annually and a liquidation preference of $25 per 
depository share plus accrued dividends. The Company redeemed all the 
8.88% Preferred Shares on November 12, 1996, at a redemption price of 
$25 per depository share plus accrued dividends to the redemption date. 

The Series A Mandatorily Exchangeable Preferred Shares were 
issued in the form of 28.75 million depository shares having an annual, 
cumulative dividend of $3.75 per depository share. The Company 
exchanged the PERCS for common shares on Mar. 20, 1995. Holders 
of depository- shares received 1.24 common shares for each depository- 
share. The total number of common shares delivered upon exchange 
was 35.7 million. 

SHARE REPURCHASE PROGRAM 

On March 13, 1996, the Board of Directors approved a common share 
repurchase program for the purpose of acquiring shares for distribution 
under employee stock-based incentive plans. The Company plans to 
acquire up to ten million Sears common shares on the open market. 
Through Dec. 28, 1996, 3.4 million common shares have been acquired 
under the repurchase program. 
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STOCK OPTION PLANS 

In October 1995, SFAS No. 123, “Accounting For Stock-Based 
Compensation,'’ was issued and is effective lor financial statements 
for fiscal years beginning alter December 1995. As permitted by the 
statement, the Company will continue to measure compensation cost 
for stock option plans in accordance with Accounting Principles 
Board Opinion No. 25, “Accounting For Stock Issued to Employees." 
Accordingly, no compensation cost has been recognized for its fixed 
stock option plans. Had compensation cost lor the Company’s stock 
option plans been determined consistent with the lair value method 
outlined in SFAS No. 123. the impact on the Company's net income 
and earnings per common share would not have been material. 

Options to purchase common stock of the Company have been 
granted to employees under various plans at prices equal to the 
lair market value of the stock on the dates the options were granted. 
Options are generally exercisable in not more than lour equal, annual 
installments beginning one year alter the date ol grant, and generally 
expire in 10 or 1 2 years. 

I he fair value of each option grant is estimated on the date ot 
grant using the Black-Scholes option-pricing model. The following 
assumptions were used during the respective years to estimate the lair 
value of options granted: 





1996 

1995 

Dividend yield 



1.86% 

3.08% 

Expected volatility 



28% 

28% 

Risk-free interest rate 



6.23% 

6.43% 

Expected life ot options 



6 years 

6 years 

Changes in stock 

options were as 

follows: 




1996 

1995 




Weighted 


Weighted 



Average 


Average 



Exercise 


Exercise 

thousands of shares 

Shares 

Price 

Shares 

Price 

Beginning balance 

18,721 

$22.83 

11,523 

$40.08 

Granted 

750 

48.65 

3,018 

27.52 

Exercised 

(4,358) 

19.71 

(3,121) 

25.14 

Canceled or expired 
Adjustment due to 

(724) 

25.12 

(1,319) 

30.13 

Allstate distribution 

— 

— 

8,620 

21.84 

Ending balance 

14,389 

$25.00 

18,721 

$22.83 

Reserved tor future 





grant at year end 

16,655 


16.795 


Exercisable 

6,560 

$22.65 

6.812 

$19.43 

Weighted average lair value 




ot options granted 
during the year 


$ 16.33 


$10.63 


The following table summarizes information about fixed stock 
options outstanding at Dec. 28. 1996: 



Op 

tions Outstanding 


Options 

Exercisable 

Number Weighted-Avg. 

Range ol Remaining Weigh 

Exercise Outstanding Contractual Lite 

Prices at 12/28/% in Years 

ted-Avg. 

Exercise 

Price 

Number 

Exercisable 

at 12/28/% 

Weighted-Avg. 

Exercise 

Price 

$10.00 to $20.00 

1.941 

6.7 

15.64 

1,441 

15.30 

20.01 to 30.00 

10,443 

7.8 

24.23 

4,699 

24.08 

30.01 to 40.00 

1,269 

10.5 

31.91 

420 

31.91 

40.01 to 52.00 

736 

9.2 

48.69 

— 

— 

$10.00 to $52.00 

14.389 

N/A 

N/A 

6,560 

N/A 


In 1995, the number and exercise price of outstanding stock options 
were adjusted for the dilutive effect of the spin-off oi Allstate. 


I 4. SUMMARY OF SEGMENT DATA 

The Company operates primarily in the retailing industry. A summary 
by segment is as follows: 


millions 

1996 

1995 

1994 

REVENUES 

Domestic operations 

$34,848 

$31,628 

$29,461 

International operations 

3,388 

3,367 

3,649 

Total 

$38,236 

$34,995 

$33.110 

INCOME (LOSS) BEFORE INCOMETAXES 

Domestic operations 

$ 2,106 

S 1.739 

$ 1.425 

International operations 

(1) 

(ID 

46 

Total 

$ 2,105 

$ 1,728 

$ 1,471 

NET INCOME (LOSS) 

Domestic operations 

$ 1,276 

$ 1.055 

$ 864 

International operations 

(5) 

(30) 

(7) 

Discontinued operations 

— 

776 

402 

Extraordinary gain 

— 

— 

195 

Total 

$ 1,271 

$ 1.801 

$ 1,454 

ASSETS 

Domestic operations 

$33,228 

$30,519 

$27,554 

International operations 

2,939 

2,611 

2,527 

Net assets ot discontinued operations 

— 

— 

7,231 

Total 

$36,167 

$33,130 

$37,312 
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millions, except per common share and shareholder data 

1996 

1995 

1994 

1993 


1992 

OPERATING RESULTS 







Revenues 

$ 38,236 

S 34,995 

$ 33.110 

$ 30,518 

$ 

33,007 

Costs and expenses 

34,788 

31,917 

30,377 

28,356 


31.816 

Restructuring 

— 

— 

— 

— 


2.782 

Interest 

1,365 

1,373 

1,279 

1,318 


1,389 

Operating income (loss) 

2,083 

1,705 

1,454 

844 


(2,980) 

Other income 

22 

23 

17 

110 


129 

Income (loss) before income taxes (benefit) 

2,105 

1,728 

1,471 

954 


(2.851) 

Income taxes (benefit) 

834 

703 

614 

329 


(1.039) 

Income (loss) from continuing operations 

1,271 

1.025 

857 

625 


(1.812) 

Income (loss) from discontinued operations 

— 

776 

402 

1.960 


(247) 

Extraordinary gain (loss) 

— 

— 

195 

(211) 


— 

Cumulative effect of accounting changes 

— 

— 

— 

— 


(1,873) 

Net income (loss) 

1,271 

1,801 

1.454 

2,374 


(3.932) 

FINANCIAL POSITION 

Credit card receivables 

$ 21,563 

$ 20,106 

$ 18.201 

$ 15,906 

$ 

13.878 

Property and equipment, net 

5,878 

5,077 

4,253 

4,401 


4,574 

M c rc h a nd i se i nve n to r ies 

4,646 

4,033 

4,044 

3,518 


4,048 

Net assets of discontinued operations 

— 

— 

7.231 

8.701 


10.731 

Total assets 

36,167 

33,130 

37.312 

37.911 


39,540 

Short-term borrowings 

3,533 

5,349 

6,190 

4.636 


4,469 

1 .ong-term debt 

14,907 

11,774 

9,985 

10.790 


12,432 

Total debt 

18,440 

17,123 

16,175 

15.426 


16,901 

Percent of debt to equity 

373% 

391% 

453% 

521% 


N/M 

Shareholders’ equity 

$ 4,945 

5 4,385 

$ 10,801 

$ 11,664 

$ 

10,773 

SHAREHOLDERS’ COMMON STOCK INVESTMENT 







Book value per common share (year end) 

$ 12.63 

5 10.40 

S 29.78 

5 32.32 

$ 

30.21 

Shareholders 

243,986 

256,624 

262,387 

291,320 

337,892 

Average common and equivalent shares outstanding 

399 

394 

389 

383 


370 

Earnings (loss) per common share 







Income (loss) from continuing operations 

$ 3.12 

S 2.53 

$ 2.13 

$ 1.56 

$ 

(4.98) 

Income (loss) from discontinued operations 

— 

1.97 

1.03 

5.12 


(0.67) 

Extraordinary gain (loss) 

— 

— 

0.50 

(0.55) 


— 

(’umulative effect of accounting changes 

— 

— 

— 

— 


(5.07) 

Net income (loss) 

3.12 

4.50 

3.66 

6.13 


(10.72) 

Cash dividends declared per common share 

$ .92 

$ 1.26 

$ 1.60 

$ 1.60 

$ 

2.00 

Cash dividend payout percent 

29.5% 

28.0% 

43.7% 

26.1 % 


N/M 

Market price - common stock (high-low) 

53%-38/4 

60- 30 

5 5'/s-42% 

60%- 39% 


48 - 37 

Closing market price at December 31 

46 

39 

46 

527s 


45% 

Price/earnings ratio (high-low) 

17 - 12 

16- 12 

15- 12 

10-7 


N/M 

Operating results and financial position reflect as discontinued operations the following entities and the 
Dean Witter. Discover & Co. - 1993. Coldwcll Banker residential services businesses - 1993. 

year of disposition: 

Allstate - 1995. Human 

1995, 




The cumulative effect of accounting changes in 1992 reflects the adoption of SPAS No 106 "Employers Accounting for I'ostretircnicnt Benefits Other Than Pensions 
The percent of debt to equity is calculated using equity from continuing operations. 

The 1995 price/earnings ratio was calculated on a continuing operations basis. 

Stock prices have not been restated to reflect the Allstate and Dean Witter distributions. 

N7M—Not meaningful. 
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Features 


• Purchase stock directly from Sears with a $500 initial 
investment, up to $150,000 annually. Make additional 
investments of as little as $50 weekly. 

• Build your investment by making additional purchases by 
check, money order, or automatic deductions from your 
checking or savings account. 

• Reinvest all, part, or none of your dividends. Receive cash 
dividend payments through direct deposit or by check. 

• Sell shares held through the plan with a phone call. 

• Transfer shares, make gifts of shares, deposit your stock 
certificate for safekeeping, or request a certificate for 
whole shares at any time. 


Benefits 

• Shares purchased for your account are held in electronic 
safekeeping by First Chicago Trust Company, the plan 
administrator. 

• Funds are fully invested through the purchase of full and 
fractional shares. 


• You will receive shareholder reports and publications. 

• Transaction costs are considerably less than those 
of a broker. 


The plan is entirely voluntary. 

This communication shall not constitute 
an offer to sell or a solicitation of an offer to buy. 
Please read the prospectus before investing or sending money. 


Call I -800-SEARS-80 j 

to inquire about the plan 

I -888-SE ARS-88 
to request plan materials 





Call 











For shareholder information 
call Sears toll-free at: 

(1-800-732-7780) 


1-800-SEARS-80 



Full service is available Monday through Friday ; 

8 a.m. to 7p.m. Eastern Time. Automate, 

d service 

is available Monday through Friday, 7 / 

).m. to 

10p.m. Eastern Time, Saturdays 8 a.) 

71. to 

3:30p.m. Eastern Time. 



Here are the options you will hear 
when you call: 

(\—h 
/ 

Information about Scars Direct Purchase Stock Plan. 

0 

Information regarding your shareholder account, 
investment plan, stock certificate or dividend check. 


3 

How to request recent copies of 
the company’s financial reports. 


4 

l£Z=Sl 

Sears most recent stock price information. 



Repeat the menu options. 


TEAR ALONG PERFORATION AND SAVE 




































SEARS 


ROEBUCK AND CO. 



First Quarter Second Quarter Third Quarter Fourth Quarter_Year 


millions, except per common share data 

1996 


1995 

1996 


1995 

1996 


1995 


1996 


1995 


1996 

1995 

Revenues 

$ 7,995 

$7,463 

$ 9,132 

$8,226 

$ 9,067 

$8,440 

$ 12,042 

$10,866 

$ 38,236 

$34,995 

Operating income 

246 


209 

436 


345 

446 


374 


955 


111 


2,083 

1,705 

Income from continuing operations 

151 


124 

274 


218 

279 


228 


567 


455 


1,271 

1,025 

Discontinued operations 

— 


435 

— 


341 

— 


— 


— 


— 


— 

776 

Net income 

$ 151 

$ 

559 

$ 274 

S 

559 

$ 279 

$ 

228 

$ 

567 

$ 

455 

$ 

1,271 

$ 1,801 

Earnings per common share 

















Income from continuing operations 

0.36 


0.30 

0.67 


0.54 

0.68 


0.56 


1.42 


1.13 


3.12 

2.53 

Discontinued operations 

— 


1.11 

— 


0.87 

— 


— 


— 


— 


— 

1.97 

Net income 

$ 0.36 

S 

1.41 

$ 0.67 

$ 

1.41 

$ 0.68 

$ 

0.56 

$ 

1.42 

S 

1.13 

$ 

3.12 

$ 4.50 


ITie fourth quarter pretax FIFO adjustments were credits of $27 and $5 million in 1996 and 199$, compared with charges of $46 and $24 million for the first 
nine months of the respective years. 

Total til quarterly earnings per common share may not equal the annual amount as net income per common share is calculated independently lor each quarter. 


(loiTunon Stock Market Information and 
I dividend Highlights , u. A u D , T E D , 



First 

Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 


Year 

dollars 

1996 

1995 

1996 

1995 

1996 

1995 

1996 

1995 

1996 

1995 

Stock price range 

High 

5 1 Zb 

54'/s 

53 7 /s 

60 

49/s 

37% 

51/4 

40% 

53/s 

60 

I ow 

38/4 

44'/s 

4614 

51/4 

39% 

30 

44 

32 V 2 

38/4 

30 

Close 

48 3 /4 

53% 

48 5 /s 

59/2 

44/4 

367s 

47/s 

39 

47% 

39 

Cash dividends declared 

.23 

.40 

.23 

.40 

.23 

.23 

.23 

.23 

.92 

1.26 


Stock price ranges are for the New York Stock Exchange (trading symbol - S). which is the principal market for the Company's common stock. 

The 199$ third-quarter prices reflect the when-issued price for the Company's common stock due to the Allstate spin-off. 

Stock prices prior to July I. 199$ have not been restated to reflect the Allstate distribution. 

The number ol registered common shareholders at Feb. 28. 1997 was 242,246. 

In addition to the New York Stock Exchange, the Company's common stock is listed on the following exchanges: Chicago; Pacific, San Francisco; London, England; 
Amsterdam. The Netherlands; Swiss. EBS. 
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Arthur C. Martinez 
Chairman of the Board. President 
and Chid Executive Officer 
3* 

HaJI Adams, Jr. 

Former Chairman 

and Chief Executive Officer 

Leo Burnett Company, Inc. 

1,4.5 

Warren L. Batts 

Chairman 

and Chief Executive Officer 
Tupperware Corporation 
r,3,4 

Alston D. Correll, Jr. 

Chairman 

and Chief Executive Officer 
Georgia-Pacific Corporation 
1,2 

Michael A. Miles 
Former Chairman 
and Chief Executive Officer 
Philip Morris Companies Inc. 

2.3.4 

Richard C. Notebaert 
Chairman of the Board, President 
and Chief Executive Officer 
Ameritech Corporation 

1.4 

Nancy C. Reynolds 
Senior Consultant 
to 1'he Wexler Group, a unit of 
Hill and Knowlton. Inc. 

1,4,5* 


Committee Membership: 

1. Audit Committee 

2. Compensation Committee 

3. Executive Committee 

4. Nominating Committee 

5. Public Issues Committee 

* Chairman of Committee 

Notes: 

William E. LaMothc, Chairman 
Emeritus. Kellogg Company, retired 
from the Scars Board of Directors on 
May 9. 1996. 

James W. Cozad, former Chairman 
and Chief Executive Officer, 
Whitman Corporation, retired from 
the Sears Board of Directors on 
February 10, 1997. 


Clarence B. Rogers, Jr. 

Chairman of the Board 
Equifax Inc. 

2*,3,4,5 

Donald H. Rumsfeld 

Chairman of the Board of Directors 

Gilead Sciences Inc. 

2,3,4* 

Dorothy A. Terrell 
President 
SunExpress, Inc. 

1.2.5 
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Arthur C. Martinez 

Chairman of the Board, President 
and Chief Executive Officer 

Paul A. Baffico 
President 

Automotive Group 

John H. Costello 

Senior Executive Vice President 
and General Manager 
Marketing 

Steven D. Goldstein 

President 

Credit 

Alan J. Lacy 

Executive Vice President 

and Chief Financial Officer 

Michael D. Levin 
Senior Vice President, 

General Counsel and Secretary 

Robert L. Mettlcr 
President 

Merchandising — Full-Line Stores 

William G. Pagonis 
Executive Vice President 
Logistics 

Anthony J. Rucci 

Executive Vice President 
Administration 

William L. Salter 
President 
Home Stores 

Joseph A. Smialowski 

Senior Vice President 

and Chief Information Officer 

Allan B. Stewart 
President 
Full-Line Stores 

Jane J. Thompson 
President 
Home Services 


(Company In Ion nation 


Headquarters 

Sears, Roebuck and Co. 

3333 Beverly Road 

Hoffman Estates, Illinois 60179 

847/286-2500 

Annual Meeting 

The Annual Meeting of Shareholders 
of Sears, Roebuck and Co. will be 
held in the Rubloff Auditorium 
at The Art Institute of Chicago, 

230 South Columbus Drive, 
Chicago, Illinois, on Thursday, 

May 8,1997, at 10a.m. Chicago l ime. 

Financial/Shareholder Information 
You may call Sears toll-free at 
1-800-SEARS-80 (1-800-732-7780) 
tor any of the following: 

• Transfer agent!shareholder records 
For information or assistance 
regarding individual stock records, 
investment plan accounts, divi¬ 
dend checks or stock certificates, 
please call the toll-free number 
above, or write our registrar: 

First Chicago Trust Company 
of New York 
P.O. Box 2500 
Suite 4665 

Jersey City, New Jersey 
07303-2500 

E-mail address: 
fctc@e m. fc n bd .co m 
First Chicago website: 
http://www.fctc.com 
TDD for hearing impaired: 

201/222-4955 

Please use the following address 
for items sent by courier: 

First Chicago Trust Company 
of New York 
14 Wall Street 

Mail Suite 4680 - 8th Floor 
New York. New York 10005 

• Most recent stock price 
information 

• Free copies of the company 's 
financial reports 

Sears, Roebuck and Co. 1996 
Annual Report, and interim 
financial information. 


Audio-cassette tape of the 1996 
Annual Report, for the visually 
impaired. 

Form 10-K Annual Report filed 
with the Securities and Exchange 
Commission. 

Sears, Roebuck and Co. 

Corporate Responsibility Report. 

• Information on Sears Direct 
Purchase Stock Plan 
Prospective shareholders, and 
shareholders whose shares are held 
bv a broker or bank, should call 

1-888-SEARS-88 
(1-888-732-7788). 

Investor Information 

Financial analysts and investment 
professionals should direct inquiries 
to: Investor Relations. 847/286-7385 

Other Information 

Written requests for information 
should be addressed to: 

Public Affairs 
Sears, Roebuck and Co. 

3333 Beverly Road 
Hoffman Estates, Illinois 60179 

Sears Customer Service 
1-847-286-5188 

Sears Home Page 

www.sears.com 

The following trademarks and service marks 
appearing in this 1996 Annual Report are 
the property of Sears, Roebuck and Co.: 
Apostrophe.® Brand Central? Canyon 
River Blues? Circle of Beauty,™ Classic 
Elements,™ Craftsman.® Craftsman Club™ 
Craftsman Kids’ Club™ Crossroads.™ 
DieHard? Easy Living? Fieldmaster? 
HomeLife? The Innovative Side of Sears?" 
Kenmore? Laura Scott.™ The Many 
Sides of Sears?" NTW,® Orchard Supply 
Hardware? Parts America? Sears? Sears 
Auto Centers?" Sears Card?" Sears Direct 
Purchase Stock Plan?" Sears HomeCentral?" 
Sears Home Services?" I he Softer Side 
of Sears? Fire America? Trader Bay? 
Wcathcrbcater? Western Auto® 

© Sears, Roebuck and Co. 1997 
ti Printed on recycled paper 


With its network of 821 full-line 
stores and more than 2,500 off-the- 
mall stores, Sears is a leading retoiler 
of apparel, home and automotive 
products and related services for 
families throughout America, serving 
more than 50 million households. 

Full-Line Stores 

Stores - Sears operates 821 full-line stores 
averaging 80.000 selling square feet, located 
primarily in the best malls in the nation. 

Apparel - Sears offers a full line of fashion¬ 
able. quality apparel for the whole family, 
plus cosmetics and home fashions, at value 
prices; includes leading national brands 
as well as exclusive Sears brands such 
as Canyon River Blues, Fieldmaster, 

Trader Bay and Circle of Beauty. 

Hardlines - Sears provides a full assort¬ 
ment of appliances, electronics and home 
improvement products and services; 
includes Kenmore appliances. Craftsman 
tools and Weatherbeater paints. 

Home Stores 

Hardware Stores - Sears operates 164 
neighborhood Sears Hardware stores in 
19 states, including 152 averaging 20,000 
selling square feet, that carry Craftsman 
tools, a wide assortment of national brands 
and other home repair products; and 
65 Orchard Supply Hardware superstores 
in California, averaging 40,000 square feet, 
that provide a full line of hardware, tool 
and nursery products. 

HomeLife Furniture Stores - Offer a 
broad assortment of furniture and 
accessories, through 107 off-the-mall 
locations and 42 full-line store locations 
averaging 28,000 selling square feet. 

Sears Dealer Stores - Located in smaller 
communities. 469 locally-owned stores 
averaging 5,000 selling square feet offer 
appliances, electronics, lawn and garden, 
hardware and automobile batteries. 

Automotive Stores 

Sears Tire Group - Tires, batteries and 
related services are offered through 
770 Sears Auto Centers, 161 NTW 
and 127 Tire America stores. 

Parts Group - Automotive parts and 
related services are offered through 
339 Western Auto and 288 Parts America 
stores, and more than 860 locally-owned 
Western Auto stores. 

Home Services 

Provides repair services on all major 
brands of home products through a 
network of 15.000 repair technicians; 
also offers home cooling and heating 
systems, siding, roofing, pest control, carpet 
cleaning and other home improvement 
services through licensed contractors. 
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